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THE 


SCIENCE    OE    FINANCE 


"  Upon  a  perfect  knowledqe  and  right  appreciation 
or  details,  the  rettlbment  of  Great  Questions  mainly 
depends.  " 

— Disraeli. 

"What  I  want  is,  Facts." 

—Boz. 


THE 


SCIENCE    OF    FINANCE 


A   PRACTICAL   TREATISE 


BY 


K  H.  PATTBESON 

MEMBER    OF  THE   SOCIETY  OF  POLITrCAL  ECONOMY   OF   PARIS 
AUTHOR  OF    *  THE  ECONOMY  OF  CAPITAL,'  ETC. 


WILLIAM    BLACKWOOD    AND    SONS 

EDINBURGH    AND     LONDOiS^ 

MDCCCLXVIII 


"  When  I  recollect  Uiat  tie  great  majority  of  tlie  population  of  the  United 
Kingdom  rise  every  day  dependent  for  their  aubsistence — tJieir  daily  subsistence 
—on  their  daily  labour;  when  I  recollect  the  delicate  naarvel  of  our  Credit — 
more  wonderful,  in  my  opinion,  than  our  accumulated  Capital;  when  I  Jtnow 
that  not  a  aun  riSRa  upon  a  British  Minister  tliat  does  not  bring  him  cars,  and 
often    inexpressible    aniiety,  .  a   collapse    of  credit,  a  declining    trade,    a 

decaying   revenue,  I    declare    I   oft^n  wonder  where  ia  the  strength  of 

thought  and   the  fund  of    feeling    that    are    adequate    to    cope  wiLh  aucli  colosaal 
circumstan  ces . " 

-—The   Chamcellor  op  tee  Exchequer  at  Edinsuhgh,  Oct.  1867. 


PEEF ACE 


This  book  completes  the  exposition  of  the  subject 
which  I  began  in  my  work  on  the  "  Economy  of 
CapitaL"  The  importance  of  the  subject  can 
hardly  be  overrated.  A  good  Financial  system 
is  the  chief  adjuvant  of  Industry — of  the  growth 
of  wealth  and  of  social  wellbeing.  It  furnishes 
"  the  sinews  of  war,"  which  give  power  to  a  State 
when  compelled  to  combat  with  its  neighbours ; 
it  at  the  same  time  promotes  peace  and  content- 
ment at  home, — strengthening  alike  the  political 
and  the  social  fabric  of  a  community,  by  furnish- 
ing ample  work  for  all  classes,  and  especially  for 
the  millions  who  rise  every  morning  dependent 
on  the  coming  day's  labour  for  their  daily  food. 
It  will  tend  to  diminish  the  poor-rates,  as  well  as 
thin  the  ranks  of  the  costly  criminal  class.  Crime 
and  disloyalty  are  in  great  part  the  offspring  of 
suffering  and  of  want. 


VI  PKEFACE. 


The  first  chapter  of  the  work  gives  as  it  were 
a  bird's-eye  view  of  the  marvellous  Credit-system 
established  in  our  country, — which,  through  the 
medium  of  Banking  and  other  financial  processes, 
not  only  economises  the  reserve-wealth  of  the 
community,  by  gathering  it  into  reservoirs,  but 
vastly  increases  its  efi'ective  power  as  a  means  of 
production.  I  next  consider  the  other  starting- 
point  of  my  subject, — namely,  the  Trade  which 
is  the  giant  offspring  of  this  marvellous  Credit- 
system.  One  chapter  is  devoted  to  the  Bal- 
ance of  Trade, — showing  how  this  balance  is 
constituted,  and  in  what  manner  it  is  liquidated  : 
a  matter  of  much  interest  of  itself,  and  still  more 
so  owing  to  the  incorrect  ideas  prevalent  on  the 
subject. 

In  the  second  section  of  the  work,  "  Capital " 
is  treated  of  in  its  various  forms  and  conditions, 
—  as  Fixed,  Floating,  and  Loanable.  In  the 
interspersed  chapters  on  the  "  Economy  of  Force," 
the  "  Potency  of  Capital,"  and  the  "  Negotiability 
of  Value,"  are  unveiled  the  principles  which 
underlie  the  Credit-system,  and  which  serve  to 
multiply  capital  by  increasing  its  efi'ective  power. 

From  Loanable  Capital  we  proceed  naturally 
to  the  Eate  of  Interest — which  is  one  of  the  car- 
dinal and  most  important  practical  points  in  Fin- 
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ancial  Science.  And  here  we  come  face  to  face 
with  a  great  evil  to  which  this  country  is  sub- 
jected— namely,  violent  fluctuations  in  the  Rate 
of  Discount,  i.  e.,  the  charge  for  money  on  loan. 
As  the  rate  of  discount  is  necessarily  affected  by 
Banking  and  Commercial  embarrassments,  we 
next  consider  such  cases,  and  inquire  in  what 
way  and  to  what  extent  a  banking  or  commercial 
crisis,  or  both  together,  legitimately  afi'ect  the 
rate  of  discount. 

From  this  we  proceed  to  pass  in  review  the 
Monetary  System  of  this  country, — showing  its 
varying  conditions  from  its  first  establishment  at 
the  close  of  the  seventeenth  century  down  to  the 
present  time.  The  working  of  the  existing  sys- 
tem, as  regulated  by  the  Bank  Acts  of  1844-5,  is 
fully  described,  alike  in  ordinary  times  and  in 
periods  of  exceptional  difficulty.  A  chapter  is 
devoted  to  the  monetary  crisis  which  accompanied 
the  great  Panic  of  1866. 

After  a  review  of  the  Banking  and  Monetary 
systems  established  in  foreign  countries,  we  pro- 
ceed to  consider  by  what  means  our  own  mone- 
tary system  can  be  brought  into  harmony  with 
the  spirit  of  the  age  and  the  wants  of  the  com- 
munity. This  subject  is  fully  discussed  in  Chapters 
XVIII.  to  XXII.     And  we  close  this  section  of 
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the  -work  hj  proposing  an  International  Monetary 
System,  as  an  important  means  of  benefiting  the 
trade  and  improving  the  material  interests  of  all 
countries. 

The  next  section  of  the  work  relates  to  the 
effects  of  Government  Taxation,  and  of  a  National 
Debt ;  and  as  regards  our  own  country,  the  ques- 
tion is  discussed  how  far  it  is  expedient  to  pay  off 
any  portion  of  our  Debt,  and  in  what  form  such 
extinction  of  the  debt  can  best  be  accomplished. 

Railway  Finance  is  an  afiair  of  such  magnitude, 
and  at  the  present  moment  a  matter  of  so  great 
interest,  that  two  chapters  are  devoted  to  its 
elucidation, — containing  an  exposition  alike  of 
the  faults  of  the  past,  of  the  present  defects, 
and  of  the  various  remedies  which  are  urgently 
needed. 

Municipal  Finance  —  the  methods  by  which 
towns  and  cities  can  employ  their  financial 
resources  in  a  manner  beneficial  to  their  own 
communities — is  next  considered.  It  is  a  deve- 
lopment on  a  large  scale  of  the  system  of  Co- 
operative Societies.  We  then  come  to  the  great 
question  of  Land-Credit — ^to  the  means  by  which 
our  Credit-system,  so  marvellously  developed  as 
regards  commercial  securities,  may  be  extended 
in  an  approximately  equal  degree  to  that  most 
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stable  and  important  form  of  national  property, 
the  Land  and  Agriculture. 

In  conclusion,  passing  from  pure  Finance  par- 
tially into  Politics,  we  consider  the  duties  which 
the  State,  as  the  representative  of  the  Nation, 
owes  to  the  poor, — the  means  by  which  it  may 
aid  the  lower  classes  in  raising  themselves  in  the 
social  scale,  and  still  more,  in  obtaining  employ- 
ment for  their  labour,  which  is  their  only  capital. 
In  this  chapter,  also,  we  suggest  various  methods 
by  which  the  resources  of  the  country  may  be 
more  fully  developed,  either  by  private  enterprise, 
or  with  the  help  of  the  State,  by  turning  to  ac- 
count some  sources  of  national  wealth  which  are 
at  present  neglected  and  unproductive. 

Such  is  the  scheme  of  the  present  work, — a 
work  embodying  the  fruits,  and  in  which  are 
condensed  the  labours,  of  many  years  of  careful 
study  and  investigation.  My  best  hope  is,  and 
my  amplest  compensation  will  be,  that  its  use- 
fulness to  the  community  may  in  some  degree 
correspond  with  the  amount  of  earnest  and  long- 
continued  labour  bestowed  upon  it. 

December  30,  1867. 


EEEATUM. 
On  p.  36,  delete  the  footnote  "f  See  infra,  Chap.  V.' 
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SCIENCE     OF    FINANCE 


OUR   INVISIBLE   CAPITAL 

Theke  are  marvels  in  common  life  which  escape  atten- 
tion, simply  from  our  familiarity  with  their  external 
appearance.  Travellers  hare  often  been  struck  by  the 
insensibility  of  the  inhabitants  of  a  picturesque  coimtry 
to  the  natural  beauties  which  are  daily  before  their 
eyes.  And  a  like  insensibility  characterises  those  who 
inhabit  an  unattractive  scenery.  Familiarity  does  not 
necessarily  beget  contempt,  but  it  blunts  the  habits 
of  perception.  If  the  Scottish  mountaineer  is  unsen- 
sitive  to  the  sublime  and  picturesque  scenery  which 
surrounds  him,  so  is  the  peasant  of  the  Landes  of 
France  to  the  dreary  monotony  of  his  district;  so 
also  is  the  wandering  Arab  to  the  level  waste  of  far- 
spreading  sands,  only  enlivened  by  the  illusions  of 
the  mirage.  In  order  to  appreciate  our  condition  or 
surroundings,  we  must  also  know  the  opposite.  It  is 
proverbial  that  one  only  knows  the  value  of  what  he 
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possesses,  by  the  loss  of  it.  A  stranger  to  our  scenery 
or  condition  of  life  can  better  than  ourselves  appreciate 
its  peculiar  features.  We  remember  the  impression 
produced  by  a  first  visit  to  Paris  after  the  renovation 
of  that  city  by  the  genius  of  the  present  Emperor. 
Sauntering  through  the  environs  of  the  Tuileries  and 
the  Louvre,  viewing  the  Place  Vendome,  the  Place 
de  la  Concorde,  the  Champs  Elysees,  and  the  Bois  de 
Boulogne,  the  scene  seemed  immeasurably  to  siorpass 
anything  of  the  kind  to  be  met  with  ia  England.  And 
perhaps  rightly.  Yet,  on  returning  to  London,  when 
driving  home  from  the  railway  station,  in  full  view  of 
the  Parks  and  Piccadilly  and  Buckingham  Palace, 
we  felt  we  had  been  rather  hasty  ia  our  judgment. 
We  saw  more  of  the  grandeur  of  London  than  we 
had  done  for  years ;  and  were  made  to  think  with  re- 
spect of  the  impressions  first  produced  upon  us  by  that 
scene.  We  were  recalled  to  our  first  impressions,  and 
felt  that  they  were  the  right  ones.  We  became  con- 
scious that  a  residence  of  years  in  the  English  metro- 
polis had  blunted  our  sensibility  to  its  grand  and 
peculiar  features. 

It  is  the  same  in  all  departments  of  life.  The  man 
of  science,  who  in  his  novitiate  has  great  difllculty  in 
understanding  the  strange  terminology,  soon  comes  to 
use  the  hard  terms  of  chemistry  or  other  sciences  as  if 
they  were  equally  familiar  to  all.  The  preacher  in  like 
manner  uses  terms  which  are  shorthand  expressions  for 
abstruse  confessions  of  faith,  which  perhaps  he  fully 
understands,  but  which  to  the  yearning  human  hearts 
of  his  congregation  are  but  dry  bones, — ^phrases  hard  to 
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be  understood,  and  frequently  unintelligible  when  the 
listener  most  anxiously  and  earnestly  seeks  to  grasp 
their  meaning,  and  lay  them  as  a  comfort  to  his  troubled 
heart.  Thus  an  outsider  is  often  a  better  observer  of 
peculiarities,  a  better  appreciator  of  anomalies  and  in- 
tellectual difficulties,  than  they  to  -whom  those  peculi- 
arities, whether  of  scenery  or  of  social  condition,  have 
become  familiar. 

Lately  we  took  a  friend  from  the  country  to  see  the 
famous  City  of  London,  and  especially  that  "City  of 
Gold  "  which  forms  its  inner  heart.  We  showed  to  him 
the  Eoyal  Exchange,  the  Stock  Exchange,  the  Discount- 
houses,  and  other  great  marts  of  buying  and  selling. 
And  the  whole  affair  struck  him  as  strange.  He  said, 
"I  see  no  buving  and  selling."  The  actual  and  sole 
business  of  the  place,  which  was  going  on  under  his 
eyes,  was  invisible  to  him.  He  was  not  blind, — but 
in  truth  there  was  nothing  like  ordinary  buying  and 
selling  to  be  seen.  Accustomed  to  the  great  agricul- 
tural fairs  in  Scotland,  where  dealers  come  from  all 
quarters,  each  with  bundles  of  notes  or  sometimes 
rouleaus  of  sovereigns,  he  marvelled  and  questioned 
how  buying  and  selling  could  be  carried  on  without  an 
interchange  of  money.  And  when  we  told  him  of  the 
immense  sums  which  were  changing  hands  under  his 
eyes,  and  which  do  so  daily  in  these  London  marts,  his 
wonder,  if  not  his  scepticism,  was  still  further  increased. 
"  Where  is  the  money  ? "  he  asked  again.  "  If  money  is 
changing  hands,  where  is  it  ? "  And  when  we  replied 
that  we  did  not  say  that  Money  -was  changing  hands, 
but  that  Capital  was,  his  look  and  silence  assured  us 
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that  we  need  not,  in  that  place  at  least,  continue  the 
discussion. 

"  Where  is  the  money? "  Although  the  question  may- 
appear  ridiculous  to  City  men,  it  is  a  natural  and  reason- 
able one.  Our  friend  is  a  man  of  excellent  intelligence  ; 
we  would  as  soon  discuss  a  knotty  question  of  any  kind 
with  him  as  with  the  most  knowing  members  of  the 
Stock  Exchange.  Only  he  had  not,  like  them,  from 
familiarity  become  unsensitive  to  the  real  marvels  of 
the  City  of  Gold.  Nevertheless,  he  too  had  become 
unsensitive,  in  his  own  branch  of  commercial  exchange. 
He  forgot  that  to  uncivilised  communities,  to  men  who 
deal  only  in  barter — and  the  system  of  barter  is  not 
wholly  exploded  even  in  Europe — the  ongoings  at  a 
Scottish  fair  would  be  as  surprising  as  those  of  the  City 
were  to  him.  They  would  be  as  much  astonished  at 
sensible  men  giving  away  their  sheep  and  cattle  for  bits 
of  paper  or  of  metal,  as  he  at  sales  where  no  7n,oney 
is  given  at  all. 

In  point  of  fact,  on  ordinary  days  (i.  e.,  not  settling 
days)  in  the  City  of  Gold — the  great  mart  of  financial 
and  commercial  exchanges — nothing  seems  to  change 
hands  at  all.  But  let  us  follow  the  men  of  the  Eoyal 
Exchange  and  Stock  Exchange — the  merchants  and 
stock-brokers — to  their  offices,  and  what  do  we  see? 
Payment  for  the  stock  or  goods  is  made  in  bits  of  paper 
called  Cheques,  ranging  in  value  from  £5  to  thousands 
of  pounds  sterling ;  or,  as  on  the  Eoyal  Exchange,  by 
bits  of  paper  called  BlQs — which  are  promises  to  pay 
a  certain  amount  of  money  at  the  expiry  of  a  stated 
period.     But  look  or  inquire  further,  and  see  what  the 
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recipient  of  these  bits  of  paper  does  with  them.  If 
payment  is  made*  by  bill,  the  recipient  does  not  lie  out 
of  his  money  for  three  or  four  months — the  ordinary 
term  of  commercial  bills.  He  can  employ  the  sum 
profitably  in  his  business :  so  he  takes  the  bill  to  a 
discount-house — some  of  which  are  among  the  largest 
and  wealthiest  establishments  in  the  City,  established 
for  the  sole  purpose  of  dealing  in,  or  cashing,  commer- 
cial bills — and  receives  at  once  the  amount  promised 
to'  be  paid,  minus  the  interest  for  the  three  or  four 
months  which  must  elapse  before  the  bill  becomes  due. 
And  how  does  he  receive  the  amount  ?  In  money  ? 
No :  but  in  the  form  of  a  cheque — i.  e.,  an  order  on  a 
particular  bank  to  pay  the  amount  in  money.  Well, 
follow  him  and  see  what  he  does  with  this  cheq[ue. 
Does  he  take  from  the  bank  the  amount  in  money? 
Very  seldom.  He  goes  to  his  own  bank,  and,  handing 
the  cheque  across  the  counter,  orders  it  to  be  placed  to 
his  accoimt, — to  be  drawn  out  afterwards  in  portions 
as  he  may  require.  The  amount  represented  by  the 
cheque  then  becomes  part  of  the  "deposits"  of  the 
bank,  —  part  of  the  reserve-wealth  of  individuals  in- 
trusted to  the  keeping  of  the  bank,  and  which  the  bank 
undertakes  to  repay  in  the  form  of  specie  on  demand. 

But  what  are  those  "  deposits  "  ?  As  we  have  seen  in 
the  case  just  described,  they  are  not  necessarily,  nor  are 
they  generally,  paid  into  bank  in  the  form  of  money :  * 
neither  do  they  exist  in  the  form  of  money.  Banking- 
deposits  exist  mainly  in  the  form  of  commercial  bills, 

*  To  show  how  very  small  an  amount  of  banking-deposits  are  made 
in  the  form  of  money,  we  give  the  following  statement,  made  by  Sir 
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Government  securities,  &c.,  possessing  real  value,  but 
without  any  corresponding  amount  of  money  in  which 
they  can  be  paid.  The  deposits  in  the  banks  of 
the  United  Kingdom  amoimt  to  about  four  hundred 
millions  sterling ;  whereas  the  total  amount  of  money, 
whether  in  specie  or  in  notes,  held  by  all  the  banks 
seldom  exceeds  (if  we  deduct  the  gold  locked  up  as  a 
basis  for  the  note-issues)  twenty  millions.*  Here,  then, 
is  a  strange  matter.  The  banks  promise  to  pay,  and 
are  liable  to  pay,  £400,000,000  in  money  (not  to  say 
specie)  on  demand,  yet  the  Money,  whether  coin  or 
notes,  which  is  available  for  the  payment  of  these 
deposits  is  barely  one-twentieth  part !     How  is  this  ? 

It  is  a  strange  matter  truly :  yet  strange  as  it  is,  the 
whole  prosperity  of  the  country  depends  upon  the  suc- 
cessful working  of  this   peculiar  arrangement.      The 

John  Lubbock  before  the  Statistical  Society  in  June  1865,  in  which  he 
analysed  a  sum  of  19  millions  paid  into  his  hank  by  his  customers  : — 

Cheques  and  bills £18,395,000        or  97  per  cent 

Bank  of  England  notes,        .        .       .         408,0001 

Country  notes,       .        .        .  79,000  V  3        „ 

Coin,  118,000  j 

From  which  statement  it  appears  that  only  3  per  cent  of  banking- 
deposits  are  paid-in  in  the  form  of  money — i.e.,  notes  and  coin  together, 
— and  little  more  than  ^  per  cent  in  specie. 

*  The  Bank  of  England,  on  the  average,  holds  about  15  millions  of 
specie,  of  which  amount  about  74  millions  are  locked  up  in  the  Issue 
Department  as  security  for  its  notes, — leaving  7^  millions  to  meet  the 
demands  of  its  depositors.  The  Irish  hanks  hold  about  2  millions  of 
specie  available  in  payment  of  their  deposits ;  and  the  Scotch  banks 
hold  about  £650,000  of  specie,  exclusive  of  the  amount  (upwards  of 
two  millions)  which  they  are  compelled  to  keep  locked  up  as  security 
for  their  note-issues.  Add  to  this  (say)  10  millions  of  coin  and  Bank 
of  England  notes  held  by  the  English  banks,  exclusive  of  the  Bank  of 
England,  and  we  get  20  millions  as  the  total  amount  of  Money  in  the 
banks  of  the  United  Kingdom  available  to  meet  their  liability  to  pay 
their  400  millions  of  deposits. 
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City  of  Gold — that  city  within  a  city,  that  inner  heart 
of  busy  London — is  the  material  capital  of  this  great 
country,  and  every  fluctuation  in  its  condition  affects 
the  whole  wealth  and  industry  of  the  nation.  And  yet 
this  great  financial  emporium,  where  the  wealth  and 
trade  of  the  country  are  centralised,  is  itself  dependent 
for  aU  its  power  upon  an  Invisible  Capital,  which  is  the 
unseen  motive  power  of  all  its  transactions.  This  in- 
visible capital  is  the  life-blood  of  the  place.  Powerful 
as  the  electric  currents,  it  is  equally  viewless.  Stand 
like  a  dictator  in  the  City  of  Gold,  and  order  to  be 
brought  forth  all  its  stores  of  money,  whether  gold  or 
bank-notes,  and  the  amount  when  presented  would  be 
totally  insignificant  compared  with  the  actual  wealth 
of  the  place  and  the  amoimt  of  business  carried  on. 
The  banking- deposits  alone  are  twenty  times  greater 
than  there  is  money  to  represent.  And  the  imagination 
is  baffled  to  conceive  the  amount  of  property  which 
is  constantly  changing  hands  on  the  Stock  Exchange, 
Eoyal  Exchange,  and  Mincing  Lane,  without  the  inter- 
vention of  money  at  all. 

The  accumulation  of  reserve- wealth,  as  witnessed  at 
the  present  day,  is  really  a  singular  thing.  It  is,  per- 
haps, the  greatest  feat  and  marvel  which  Civilisation 
has  produced.  Yet  it  must  not  be  thought  that  the 
process  has  reached  its  fullest  development.  The  world 
ever  moves  on :  material  civilisation  ever  progresses. 
The  wisdom  of  one  age  becomes  a  folly  in  subsequent 
generations.  It  is  curious  and  interesting  to  mark  the 
successive  steps  by  which  the  accumulation  of  the  re- 
serve-wealth of  individuals   has  reached  its  present 
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development:  it  is  also  eminently  instructive.  It  la 
only  by  considering  the  progress  of  past  times  in  this 
branch  of  civilisation,  lq  this  department  of  science, 
that  we  can  clearly  understand  our  present  position, 
and  become  alive  to  the  necessities  which  may  ere 
long  impel  us  to  a  further  advance,  and  to  the  prin- 
ciples which  ought  to  regulate  our  progress. 

What,  then,  in  brief,  has  been  our  past  progress  in 
monetary  science — in  the  economy  of  capital — in  the 
means  by  which  Capital  has  been  so  potently  brought 
to  the  support  of  Trade  ?  By  what  means  have  we  suc- 
ceeded (1)  in  storing  the  ever-iucreasing  reserve-wealth 
of  individuals,  and  (2)  in  making  this  wealth  adequate 
to  the  support  of  an  ever-expanding  Trade  ? 

We  need  not  dwell  upon  the  Origin  of  Capital,  upon 
which  some  political  economists  delight  to  exercise  their 
theorising  ingemiity.  We  desire  to  adhere  to  facts  of 
practical  moment  at  the  present  day.  But  in  order 
to  enable  the  reader  to  judge  of  the  present  position 
of  monetary  science,  and  of  our  existing  monetary 
system,  it  is  indispensable  at  the  outset  to  exhibit  the 
various  processes  by  which  the  Accumulation  of  Capital 
— the  storing  of  reserve-wealth — has  been  carried  on. 
In  proportion  as  wealth  has  increased,  new  methods  of 
storing  it  in  a  convenient  form  have  been  devised.  This 
is  a  necessity  to  which  the  whole  past  history  of  civilisa- 
tion bears  witness ;  and  it  is  a  necessity  which  in 
the  present  day,  despite  the  enormous  supplies  of  the 
precious  metals  from  California  and  Australia,  begins 
to  be  felt  anew. 

Judging  by  our  present    social    arrangements,   the 


OUK  INVISIBLE  CAPITAL.  9 

origin  of  Capital  would  be  thus: — A  man,  either  by 
his  superior  skill  in  producing,  or  by  his  greater 
economy  in  consuming,  would  acquire  more  goods 
than  he  used.  The  surplus  he  would  give  to  others 
who  required  it,  on  their  giving  to  him  in  exchange 
some  other  kind  of  property,  which  he  would  lay-by 
as  reserved  wealth.  As  a  matter  of  fact,  however, 
the  origin  of  capital,  the  accumulation  of  wealth  not 
needed  for  its  owner's  consumption,  took  place  other- 
wise. Instead  of  superior  skill  in  producing,  or 
greater  economy  in  using,  it  was  the  greater  personal 
power  of  certain  individuals  over  the  rest  of  the  com- 
munity which  gave  them  the  means  of  acquiring  capital, 
— by  exacting  property,  willingly  or  unwillingly,  from 
others.  For  example  :  a  man  famous  in  war,  or  other- 
wise superior  to  his  fellows,  became  the  chief  of  his 
people,  or  one  of  the  chiefs  or  elders — who,  generally 
by  free  consent,  obtained  from  the  community  a  portion 
of  their  annual  produce.  A  chief  or  king,  in  virtue 
of  his  oflBce,  was  supported  by  payments  in  kind : 
and  in  this  way,  he  acquired  a  greater  quantity  of 
goods  than  he  himself  could  consume.  The  surplus 
was  reserve-wealth,  which  he  kept  to  meet  emergencies, 
or  which  he  parted  with  in  exchange  for  labour,  or  for 
commodities  of  a  less  perishable  nature  and  lesser  bulk 
than  those  which  he  held,  and  therefore  more  suitable 
for  storing. 

In  order  that  goods  be  readily  exchangeable,  they 
must  be  such  as  there  is  always  a  demand  for.  In 
the  earliest  times  this  was  Food,- — grain  or  cattle.  By- 
and-by,  especially  in  Eastern   countries,  apparel  also 
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came  into  vogue  as  a  form  of  accumulated  wealth. 
In  the  East,  where  the  mode  of  dress  is  not,  Kke  that 
of  modern  Europe,  fitted  to  the  shape  of  each  person — 
like  our  tight  coats  and  trousers — ^but  consists  of  robes 
which  fit  all  persons  aUie,  the  great  and  wealthy  men 
turned  a  portion  of  their  surplus  goods  into  robes  and 
other  articles  of  apparel.  Thus  a  king,  or  wealthy 
man,  kept  large  flocks  of  sheep  and  oxen,  and  stores 
of  grain,  and  also  so  many  dresses  —  which  were 
likewise  in  demand,  and  therefore  were  exchangeable 
property.  But  food  is  liable  to  corruption, — herds  of 
cattle  die  in  due  course, —  robes  also  are  doomed  to 
decay,  through  moths  and  other  destructive  agencies. 
But  the  precious  metals  next,  and  to  some  extent 
simultaneously,  rose  into  esteem  as  prized  ornaments. 
They  formed  articles  of  apparel  which,  from  their 
beauty,  were  prized  by  all ;  and  moreover,  as  they 
were  not  liable  to  corruption,  and  could  be  easily 
carried  about,  they  were  soon  recognised  as  the  kind 
of  goods  most  suitable  for  storing  and  accumulating, — • 
as  the  best  form  in  which  individuals  could  keep  their 
surplus  wealth.  So  that,  when  a  man  possessed  more 
goods  of  a  perishable  kind  than  he  required,  he  sold 
these  to  others  in  return  for  gold  and  silver,  wliich 
were  not  subject  to  decay,  and  which  were  exchange- 
able for  other  articles. 

Next,  as  aU  men  valued  these  metals,  kings  began 
to  collect  their  revenue  in  that  form.  They  coined 
the  metal,  and  made  it  receivable  as  tribute  or  taxes. 
This  fuUy  estabKshed  the  exchangeable  value  of  the 
precious  metals.      It  created  a  new  demand  for  them : 
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it  rendered  them  indispensable  in  a  department  of 
national  life  where  they  had  not  previously  been 
required ;  thenceforth,  all  men  needed  them  every 
year  to  pay  the  king's  dues.  Thus  they  became  a 
circulating  medium.  A  man  who  had  more  oxen  or 
grain  than  he  needed  for  his  own  use,  sold  these 
commodities  to  others,  receiving  coins  in  return, — 
which  coins  he  could  store  for  ever,  which  were 
useful  to  pay  taxes,  and,  when  he  so  needed,  to  pur- 
chase the  labour  or  productions  of  others. 

The  accumulation  of  Capital  thus  led  to  the  origin 
of  Money,  as  a  means  of  storing  and  employing  it. 
But  the  invention  of  money  by  no  means  put  an  end 
to  payments  iu  kind  and  the  process  of  barter.  It  only 
supplemented  them.  Exchanges  of  goods  for  goods  went 
on  simultaneously.  Even  in  England  until  the  reign 
of  Edward  I.,  the  taxes  were  paid  in  kind  to  a  large 
extent,  if  not  entirely :  and  to  a  much  later  date, 
military  or  other  personal  service  to  the  State  was 
accepted  in  lieu  of  taxes  of  any  kind.  The  dues  to 
lords  of  the  manor  and  to  monasteries  used  always 
to  be  paid  in  kind, — so  many  oxen,  or  fowls,  fish, 
grain,  &c.  Eents  also  were  paid  in  this  way.  But 
steadily  the  use  of  the  precious  metals  as  money 
extended.  As  mercantile  operations  widened,  so  did 
the  use  of  coins.  Cattle  and  goods  could  not  be  sent 
great  distances — could  not  be  transmitted  from  country 
to  country  in  payments.  Moreover,  as  the  wants  of 
men  multiplied,  instead  of  taking  any  particular  kind 
of  goods  in  payment  of  their  services,  they  preferred 
payment  in  money   (coins),  which  they  could  keep. 
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or  convert  into  any  kind  of  goods  which  they  wanted, 
and  in  such  portions  as  they  required.  Instead  of 
having  to  sell  an  ox  when  they  only  wanted  to  buy 
one  sheep  or  a  pair  of  fowls,  they  bought  what  they 
required  by  giving  the  exact  value  in  coins.  In  this 
way  money  (metallic  money)  came  into  general  use  as 
the  medium  of  exchange — of  paying  debts  and  making 
purchases.  Hence  it  became  almost  the  only  form  in 
which  men  kept  their  reserve  of  wealth.  Traders  and 
others,  of  course,  kept  the  greater  part  of  their  wealth 
in  the  form  of  goods, — for  that  was  simply  carrying  on 
their  business.  But  the  purely  reserve-wealth  —  the 
wealth  acquired  by  individuals,  but  not  used  by  them- 
selves—was kept  in  the  form  of  metalHc  money.  This 
was  the  third  stage  in  the  accumulation  of  Capital 

Ere  long  another  step  came.  Men  who  held  a  large 
stock  of  specie,  especially  in  those  comparatively  un- 
settled times,  wished  to  place  it  in  safer  quarters  than 
their  own  dwellings.  They  deposited  it  with  certain 
parties — with  goldsmiths,  or  under  the  guardianship 
of  the  State,  or  in  banks  of  deposit  —  for  better 
security.  This  was  the  origin  of  Banking;  and  out 
of  it  arose  a  great  economy.  None  of  the  previous 
stages  had  effected  any  economy  of  capital.  ^Mien 
the  precious  metals  were  stored  instead  of  grain  or 
goods,  or  when  coins  were  stored  instead  of  bullion, 
there  was  no  economy  in  either  arrangement,  only  it 
was  a  more  convenient  one.  But  with  the  establish- 
ment of  Banking  began  that  system  of  economising 
capital  which  has  ever  since  been  progressino-.  At 
the  outset,  more  than   a  century  and  a  half  ao-o,  it 
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was  found  that,  of  tlie  money  deposited  in  banks,  not 
more  than  one-fifth  was  liable  to  be  called  for,  at  any 
one  time,  by  the  owners.  A  million  sterling  being 
deposited,  if  a  bank  kept  on  hand  £200,000,  that  was 
enough  to  meet  the  current  demands  upon  it.  So  that 
a  banker  could  lend  out  four-fifths  of  the  silver  in- 
trusted to  his  keeping,  and  get  interest  on  that  sum, 
and  yet  be  always  able  to  meet  the  demands  made 
upon  him  by  depositors.  In  other  words,  the  owners 
of  the  capital  could  always  get  it  when  wanted,  while, 
nevertheless,  the  greater  part  of  it  was  lent  to  others. 
Thus,  although  the  quantity  of  capital  in  a  country 
remained  the  same,  its  potency  was  immensely  in- 
creased. And  practically,  this  is  the  same  thing 
as  if  an  actual  addition  were  made  to  the  amount  of 
capital. 

To  show  the  first  effects  of  Banking,  let  us  take  the 
following  case : — Suppose  there  are  twenty  millions  of 
gold  and  silver  coins  in  a  country,  of  which  ten  mil- 
lions are  hoarded  (i.e.,  kept  in  hand  by  individuals  as 
reserve-wealth),  and  the  remainder  is  absorbed  in  the 
active  circulation  of  the  country.  Banks,  when  estab- 
lished, wordd  receive  as  deposits  the  ten  millions  of 
coin  previously  hoarded,  but  need  not  keep  on  hand 
more  than  one  or  two  millions,- — giving  back  to  the 
public  the  remaining  eight  or  nine  millions,  either  to  be 
absorbed  in  the  active  circulation,  or  to  be  re-deposited 
in  bank.  In  this  way  these  ten  millions  previously 
hoarded  would  either,  if  kept  in  bank,  allow  of  the  re- 
serve-wealth of  individuals  (as  kept  in  the  form  of 
banking-deposits)  to  increase  from  10  to  50  or  70  mil- 
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lions ;  or  else,  if  the  specie  were  needed  as  currency, 
would  allow  of  the  active  circulation  increasing  from  10 
to  18  or  19  millions, — the  banks  being  able  to  put  into 
circulation  more  than  four-fifths  of  the  10  millions 
deposited  with  them. 

It  was  the  vast  addition  to  the  precious  metals, 
arising  from  the  discovery  of  the  New  World,  which 
gradually  led  to  the  abandonment  of  the  old  system  of 
barter  and  payments  in  kind.  Without  these  new  sup- 
plies of  gold  and  silver,  no  such  change  was  practicable. 
However  much  men  might  have  desired  to  adopt 
money-payments  in  lieu  of  payments  in  kind,  they 
could  not  have  done  so,  because  the  supply  of  specie 
was  totally  inadequate  for  such  a  change.  It  was  the 
great  supplies  from  the  New  World  which  enabled  this 
change  to  be  accomplished.  But  by-and-by,  the  in- 
crease of  population  and  of  trade  began  to  multiply 
monetary  transactions  in  greater  ratio  than  the  yearly 
produce  of  the  mines  added  to  the  stock  of  specie.  The 
world  again  began  to  be  pinched  for  want  of  the  pre- 
cious metals.  And  as  no  new  discovery  of  mines  took 
place,  man  had  to  remedy  the  defect  for  himself. 
Which  he  did — first,  by  the  establishment  of  banks ; 
and,  secondly,  as  a  natural  consequence  of  banks,  by 
the  adoption  of  Paper-money. 

This  was  the  next  great  step.  Trade  and  all  kinds 
of  business  were  increasing  rapidly;  so  also — it  may  be 
said,  in  similar  proportion — was  the  reserve-wealth  of 
the  country.  There  was  thus,  as  there  is  at  all  times, 
a  double  requirement  for  specie  —  a  twofold  process 
of  absorption  of  the  precious  metals.     With  the  lapse 
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of  every  year,  more  coin  was  needed  (1)  to  carry  on 
the  increase  of  buying  and  selling  and  all  kinds  of 
business;  (2)  more  coin  also  was  needed  to  store 
the  increased  profits  which  flowed  from  this  increase 
of  business.  Banking  multiplied  the  power,  by  eco- 
nomising the  use,  of  the  precious  metals  (or  rather  of 
such  portion  of  them  as  was  kept  as  reserve-wealth). 
Banking  economised  greatly  that  portion  of  the  precious 
metals  which  was  employed  in  the  storing  of  capital, 
—  the  specie  deposited  in  bank  by  one  man  being 
immediately  lent  out  to  another ;  but  (apart  from  the 
later  system  of  notes  and  cheques)  banking  had  no 
effect  in  economising  the  specie  used  as  currency. 
Paper-money,  however,  produced  an  economy  in  both 
departments.  It  took  the  place  of  the  precious  metals 
as  a  means  of  representing  banking  deposits,  and  also 
as  employed  in  the  currency.  It  supplemented  the 
use  of  specie.  It  did  not  throw  any  of  the  metallic 
money  out  of  use, — on  the  contrary,  the  stock  of  specie 
in  this  country  continued  to  augment :  but  the  increase 
in  the  stock  df  specie  was  not  equal  to  the  simultane- 
ous increase  in  the  monetary  requirements  of  the  public, 
— and  it  was  this  vacuum,  this  difference  between  the 
supply  of  specie  and  the  requirement  for  currency, 
which  paper-money  filled  up.. 

The  adoption  of  paper-money,  in  fact,  was  equivalent 
in  its  effects  to  an  increased  supply  of  the  precious 
metals.  It  was  as  a  substitute  for  and  supplement  of 
metallic  money  that  bank-notes  were  originally  em- 
ployed: and  that  is  their  sole  use.  It  was  to  permit 
the  expansion  of  trade  and  industry  without  import- 


16  OUE   INVISIBLE   CAPITAL. 

ing  specie  in  the  large  quantities  requisite  to  meet 
the  ever-increasing  monetary  wants  of  the  community. 
Also,  it  was  to  compensate  the  temporary  withdrawal 
or  diminution  of  our  ordinary  stock  of  specie,  which 
takes  place  in  times  of  war,  bad  harvests,  &c.  The 
Bank  of  England  was  established  for  the  purpose  of 
supplying  with  its  notes  the  place  of  specie,  during 
a  time  of  war  —  in  order  that  the  specie  might  be 
exported.  And  the  result  was,  that  the  trade  and 
industry  of  this  country  obtained  free  scope  to  expand, 
instead  of  being  prematurely  checked  by  the  want  of  an 
adequate  supply  of  money  to  carry  it  on.  Trade,  it  is 
needless  to  say,  cannot  tacrease  without  a  correspond- 
ing increase  in  the  means  of  carrying  it  on.  "Wliatever 
number  of  carriages  and  horses  a  carrier  may  buy, 
unless  he  have  a  proportionate  number  of  wheels  he 
cannot  transport  a  single  hundredweight  more  than 
before.  In  like  manner,  although  a  country  produce 
more  goods  for  foreign  trade,  and  although  there  be  an 
equal  increase  in  the  demand  for  those  goods  abroad,  an 
increase  of  trade  is  impossible  unless  the  Yneans  of  pay- 
ing the  trade-balances  be  commensurately  increased. 
For  example,  but  for  the  new  mines  of  California  and 
Australia,  our  trade  with  the  East  could  not  have  in- 
creased as  it  has  done ;  for  the  balance  of  trade  with 
the  East  has  always  been  against  us,  which  balance  has 
to  be  paid  in  specie, — and  we  could  not  possibly  have 
spared  so  much  specie  but  for  the  discovery  of  the  new 
mines,  which  enabled  Europe  to  fill  up  with  gold  the 
vacuum  produced  by  the  export  of  its  silver-money  to 
the  East. 
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If  you  give  a  man  the  means  of  getting  a  certain 
amount  of  specie  or  otlier  goods  whenever  he  wishes  to 
have  it,  it  is  as  good  to  him  as  if  he  had  the  article 
itself  This  is  the  principle  of  Paper-money.  It  was 
also  the  principle  upon  which  metallic  money  itseK  was 
at  first  received  in  payment.  When  a  man  gave  away 
his  grain  or  cattle  in  exchange  for  coins,  he  obtained 
a  means  of  re-acquiring  an  equal  quantity  of  grain 
or  cattle  whenever  he  wished,  —  and  that  was  all 
he  wanted.  The  coins,  indeed,  were  not  a  means 
of  getting  back  so  many  oxen  from  the  man  to  whom 
he  gave  his,  but  from  the  community  at  large.  The 
acknowledgment  of  debt  was  thus  virtually  converted 
from  a  bond  upon  a  single  individual,  to  a  bond  upon 
the  community  at  large.  A  bond  which  all  alike  re- 
cognised.    This  was  the  great  good  of  Money. 

Paper-money  grew  into  use  in  various  ways : — 

(1.)  The  Jews,  ever  liable  to  persecution,  adopted  a 
system  of  drafts  or  written  orders  upon  one  another, 
which  each  agreed  to  honoior  and  pay  to  the  person 
named  in  the  draft.  In  this  way  Value  was  trans- 
mitted from  country  to  country  much  more  cheaply 
than  if  silver  had  been  sent;  also  much  more  safely, 
seeing  that  the  bonds  were  of  no  use  if  they  fell  into 
improper  hands. 

(2.)  The  Bank  of  Venice.  It  was  a  bank  of  deposit, 
— a  place  where  people  deposited  their  gold  and  silver, 
under  the  guardianship  of  the  State,  and  received 
receipts  for  the  amount,  payable  in  coin  on  demand. 
As  these  receipts  were  convertible  into  silver  on 
demand,  they  were  held  as  valid  as  silver  itself;  and 
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hence  tliey  became  currency — a  means  of  making  pur- 
chases or  of  paying  debts,  just  as  if  they  were  silver- 
money.  By-and-by  the  State,  being  in  want  of  money, 
gradually  abstracted  the  silver  from  the  bank,  unknown 
to  the  public.  But  when  at  length  the  fact  became 
known  that  the  silver  was  all  gone,  the  receipts  of  the 
bank  continued  to  circulate  as  before.  Why?  Because 
those  receipts,  although  no  longer  representing  a  certain 
amount  of  silver,  represented  a  debt  due  to  the  holder 
by  the  State,  and  also  were  receivable  in  payment  of 
taxes.  The  best  security  an  individual  can  have  is  the 
security  of  the  State, — seeing  not  only  that  it  is  gen- 
erally the  safest,  but  also  that  the  State  paper-money, 
or  vouchers  of  the  debt,  is  always  a  means  of  paying 
the  yearly  taxation  or  dues  to  the  State. 

(3.)  The  Bank  of  England.  The  Government  was 
in  want  of  money  to  carry  on  the  war  on  the  Con- 
tinent. It  had  to  feed  and  pay  its  army.  Now,  it 
was  cheaper  to  send  money  abroad  to  buy  food  for  the 
troops  than  to  send  the  food  from  England ;  moreover, 
there  were  not  the  means  of  transport.  To  meet  these 
monetary  wants  of  the  Government,  the  Bank  of  Eng- 
land was  established.  A  Company  raised  £1,200,000 
in  specie  (the  only  form  of  money  then  in  use),  and 
lent  this  sum  to  Government,  on  condition  that  the 
Company  was  paid  interest  for  the  loan,  and  at  the 
same  time  was  allowed  to  issue  notes  to  the  amount 
of  the  loan  —  which  indeed  was  needed,  to  supply 
the  vacuum  caused  by  the  abstraction  of  the  specie 
sent  abroad.  The  security  being  good,  the  notes 
being  receivable  in  payment  of  taxes,  and  the  Bank 
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also  engaging  to  give  specie  for  them  when  required, 
this  paper -money  circulated  freely;  and  the  grand 
basis  was  laid  upon  which  has  grown  up  our  subse- 
quent prosperity.  A  great  service  was  rendered  to  the 
State,  and  a  great  economy  to  the  country.  The  Bank 
made  a  profit  by  it, — the  State  got  the  money  it  so  sorely 
needed, — and  the  people  obtained  a  currency  which  they 
took  as  readily  as  silver,  and  which  possessed  the 
invaluable  power  of  expanding  with  the  growth  and 
monetary  requirements  of  the  country.  These  notes, 
too,  did  not  owe  their  circulation  in  any  degree  to  com- 
pulsion. They  were  not  made  legal  tender, — any  person 
was  at  liberty  to  decline  receiving  them  if  he  chose. 
The  introduction  of  paper -money  into  this  country 
owed  all  its  success  to  the  goodness  of  the  security  and 
the  soundness  of  the  project. 

A  temporary  want  of  money  on  the  part  of  Govern- 
ments has  led  to  similar  or  analogous  measures  in 
other  countries ;  paper-money  being  issued  as  vouchers 
of  debts  due  by  the  State— or,  as  in  the  case  of  the 
French  assignats,  on  security  of  Crown  property.  It 
was  in  such  forms  as  these  that  paper-money  was 
first  adopted  in  America,  Eussia,  Austria,  and  other 
countries. 

As  long  as  the  only  form  of  money  was  specie,  it 
is  obvious  that  no  increase  in  the  currency  of  a 
country  could  take  place  without  an  increase  of  the 
precious  metals.  The  amount  of  these  metals  needed 
for  the  ordinary  transactions  of  the  country  would  not 
diminish, — off  the  contrary,  it  ever  augments,  in  con- 
sequence of  the  steady  increase  of  those  transactions. 
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So  that,  as  long  as  nothing  but  specie  passed  for  money, 
each  progressive  country  would  require  an  increasing 
amount  of  the  precious  metals  to  carry  on  even  its 
internal  business,  payment  of  taxes  included.  And 
stiU  more  gold  and  silver  would  be  required  if  (as 
always  happens)  the  accumulated  proJBts  and  reserve- 
wealth  of  individuals  were  likewise  increasing.  More 
coin  cannot  be  stored,  whether  in  bank  or  in  its  owner's 
coffers,  unless  more  bullion  is  brought  into  the  country. 
And  bullion  can  only  come  in  as  a  consequence  of  the 
exports  exceeding  the  imports.  Hence  the  old  Mer- 
cantile System,  which  aimed  at  keeping  the  exports 
always  in  excess  of  the  imports,  was  quite  right  in 
its  day. 

As  long  as  specie  was  the  only  recognised  kind  of 
money,  and  the  chief  form  in  which  reserve-wealth 
was  stored,  it  was  advantageous  for  a  pi-ogressive 
country  to  keep  its  exports  in  excess  of  its  imports : 
otherwise  it  would  have  no  means  of  increasing  its 
currency  or  of  suitably  storing  the  capital  which  it 
was  accumulating.  Take  the  Bank  of  Venice  for  ex- 
ample. Venice  was  at  that  time  an  eminently  pro- 
gressive State.  It  made  profits  on  its  foreign  trade ; 
and  these  profits  were  accompanied,  and  represented,  by 
an  increase  of  the  imports  of  the  precious  metals.  This 
surplus  of  bullion  (minus  some  portion  of  it  required 
by  the  increasing  monetary  wants  of  the  community) 
was  deposited  in  the  bank, — the  bank's  stock  of  bullion 
increasing  with  every  increase  of  the  capital  or  reserve- 
wealth  of  the  country.  But  without  such  an  increase 
in  the  imports  of  the  precious  metals,  no  increase  of 
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banking-deposits  could  in  those  times  be  made;  and 
men  would  require  to  keep  their  reserve  of  wealth  (as 
of  old)  in  the  shape  of  corn  or  cattle,  or  some  other 
perishable  and  inconvenient  form.  Hence  the  Mer- 
cantile System  was  the  right  one  for  those  times.  !No 
system  which  has  largely  prevailed  was  ever  devoid 
of  foundation  in  reasorf.  Yet  such  is  the  narrowness 
of  human  intellect,  that  what  is  right  for  us  we  think 
must  have  been  right  in  previous  times.  A  great 
though  natural  mistake.  As  long  as  specie  was  the 
only  kind  of  currency,  and  the  chief  form  in  which 
reserve-wealth  was  stored,  the  Mercantile  System  was 
the  right  one. 

It  was  the  introduction  of  paper-money  which  upset 
the  Mercantile  System  in  this  country.  Not  immedi- 
ately, it  is  true ;  for  men  naturally  proceed  upon  old 
principles  until  the  new  ones  have  taken  a  great  de- 
velopment. But  it  was  paper-money,  in  the  form  of 
banking- currency,  which  upset  the  old  system, — the 
earlier  form  of  which  was  to  prohibit  the  export  of 
bullion — the  later,  to  keep  exports  always  in  excess  of 
imports. 

But  two  other  steps  were  needed,  and  were  accom- 
plished, before  our  monetary  system  attained  its  pre- 
sent development.  The  first  of  these  was  the  Cheque- 
system, — the  making  payment  by  orders  upon  banks, 
instead  of  by  coin  or  notes.  The  origin  of  this  system 
dates  back  nearly  a  century :  but  for  a  long  time  the 
great  importance  of  the  change  was  not  recognised.  It 
was  a  new  and  most  valuable  onward  step  in  the  pro- 
cess of  economising  capital.     The  second  and  culminat- 
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ing  stage  of  the  process — and  one  to  wHch  the  cheque- 
system  naturally  led — was  the  establishment  of  the 
Clearing- House:  an  office  to  which  each  bank  sends 
the  cheques  upon  other  banks  which  have  been  paid 
into  it,  and  where  a  balance  of  these  transactions  is 
struck, — the  banks  now  settling  the  amount  by  cheques 
upon  the  Bank  of  England. 

Let  us  now  recapitulate  the  various  stages  in  the 
economy  of  capital  which,  in  succession,  have  been 
accomplished  in  this  country. 

I.  Banking. — When  banking  was  first  introduced  in 
this  country,  the  only  recognised  form  of  money  was 
metallic  money — gold  and  silver.  The  economy  of 
capital,  in  the  form  of  specie,  which  was  effected  by 
banking,  took  place  as  follows  :  A  bank  which  received 
a  million  sterling  of  specie  in  deposit  from  its  cus- 
tomers, found  that  only  a  small  proportion  of  this 
amount  required  to  be  kept  on  hand  to  meet  the 
demands  or  requirements  of  the  depositors.  Hence  the 
remainder  of  the  amount  deposited  in  bank  can  be 
lent  out.  This  the  banks  do  by  discounting  commer- 
cial bOls  (payable  on  the  average  at  three  months' 
date),  or  in  advances  upon  other  good  and  negotiable 
securities  —  bonds  and  stock  of  various  kinds.  The 
economy  thus  effected  is  very  great.  Ninety-five  per 
cent  of  the  money  deposited  in  bank  is  put  into  cir- 
culation again,  in  the  shape  of  loans;  instead  of  the 
whole  amount  lying  unused  in  the  hands  of  its  owners, 
as  used  to  be  the  ease  before  the  banking-system  was 
established.  Thus  banking,  even  if  the  currency  were 
purely  metallic  money,  would  economise  specie  to  the 
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extent  of  four-fifths,  ot,  as  in  present  times,  more  than 
nine  -  tenths*  This  would  be  the  effects  of  banking 
quite  independent  of  the  use  of  bank-notes — paper- 
money. 

II.  Bank-Notes.  —  But,  with  the  establishment  of 
banks  in  this  country,  there  simultaneously  arose  the 
use  of  paper-money.  The  credit  of  the  banks  being 
good,  the  public  took  their  notes  (promises  to  pay 
specie  on  demand)  just  as  if  they  were  specie.  As  we 
have  said,  when  a  man  can  get  an  article  whenever  he 
wants  it,  it  is  practically  the  same  as  if  he  actually 
had  the  article.  It  was  on  this  principle  that  bank- 
notes were  introduced,  and  found  ready  favour  with 
the  community.  It  was  found  by  experience  at  the 
very  outset — i.e.,  170  years  ago — that  of  the  notes  put 
into  circulation,  not  more  than  one-fifth,  on  the  average, 
were  brought  to  the  bank  to  be  cashed, — of  the  promises 
to  pay  in  specie,  issued  by  the  banks,  only  in  one  case 
out  of  five  was  payment  in  specie  asked  for.  The  notes 
were  recognised  as  good  money,  and  circulated  freely 
among  the  community. 

Mark  the  economy  thus  effected.  Banks,  without  the 
employment   of  paper-money,   could  (in  those  times) 

*  Now  that  the  credit  of  our  banking-system  has  been  well  estab- 
lished, and  especially  owing  to  the  growth  of  large  banks,  the  reserve 
in  cash  which  a  bank  has  to  keep  on  hand  is  very  much  smaller  in  pro- 
portion to  its  liabilities  than  was  necessarj'  in  early  times.  For  ex- 
ample, in  the  case  of  the  London  and  Westminster  Bank,  it  was  stated 
by  the  chairman  that  during  the  year  1865  the  amount  of  the  deposits 
fluctuated  only  to  the  extent  of  one  million  sterling — the  maximum 
being  19^  millions,  and  the  minimum  18^  millions.  Thus  the  utmost 
demand  upon  the  banking-reserve  of  the  establishment  could  not  pos- 
sibly have  exceeded  one-eighteenth  part  of  the  deposits.  But  as  a 
great  part  of  the  variation  in  the  Bank's  deposits  during  the  year  was 
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lend,  and  so  put  into  circulation  again,  four-fifths  of 

the  capital  intrusted  to  their  keeping.     They  needed 

to  keep  on  hand  only  one-fifth  of  the  specie  deposited 

-with  them.     And,  when  paper-money  came  into  play, 

they  found  that  this  reserve  of  specie  would  sufRce  to 

support  a  note-circulation  of  five  times  the   amount. 

For  example,  if  a  bank  received  deposits  in  specie  to 

the  amount  of  £1,000,000,  £200,000  was  sufficient  to 

keep  in  hand  to  meet  the  ordinary  requirements  of 

the  depositors.     But  after  paper-money  came  into  use, 

it  was  found  that,  in  ordinary  times,  in  four  cases  out 

of  five  the  depositors  were  willing  to  take  repayment 

of  their  deposits  in  the  notes  of  the  bank.      So  that 

this  reserve   of   £200,000   in   specie    was    practically 

increased  fivefold — ^became  a  million  sterling,  of  which 

£800,000  was  in  bank-notes.     Nowadays,  in  ordinary 

times  no  notes  are  cashed  at  all,  save  as  a  means  of 

getting   small    change,  —  which  demand   for    coin   is 

occasioned  by  the  fact  that  no  notes  are  allowed  to  be 

issued  in  England  for  less  than  £5 ;  and  in  Scotland, 

where  £1  notes  are  in  use,  no  demand  even  of  this  kind 

takes  place. 

occasioned  by  an  increase  in  their  amount,  hardly  any  portion  of  the 
reserve  was  called  into  play  at  all.  In  fact,  as  the  banking-deposits  of 
the  country  are  increasing  every  year,  the  amount  of  money  with- 
drawn from  any  good  bank  by  its  customers  each  day  is  balanced,  or 
more  than  balanced,  by  the  amount  simultaneously  paid  in  by  other 
customers  :  so  that  actually,  in  such  cases,  the  bank  does  not  in  ordin- 
ary times  require  to  keep  any  cash  in  hand  at  all.  This  is  the  fact, — 
and  simply  as  a  fact  we  mention  it.  But  the  first  element  in  banking 
is  perfect  security :  and  we  need  not  say  that  it  is  indispensable  that 
every  bank  should  keep  a  reserve  amply  sufficient,  not  merely  for  its 
ordinary  requirements,  but  to  meet  the  demands  upon  it  even  in  the 
most  exceptional  times. 
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III.  Cheques.  —  The  tendency,  and  actual  result,  of 
the  use  of  cheques  is  to  lessen  the  amount  of  money 
(whether  notes  or  coin)  which  a  bank  has  to  keep  on 
hand  to  meet  the  wants  of  its  depositors.  Previous  to 
the  use  of  cheques,  every  man  who  had  to  make  a 
payment  had  to  go  to  his  bank  and  draw  out  the 
amount  in  notes  or  coin.  But  now,  instead  of  drawing 
out  money  from  the  bank,  he  gives  a  cheque — an  order 
on  his  bank  to  pay  the  amount.  If  the  person  who 
receives  the  cheque  deals  with  the  bank  upon  which 
the  cheque  is  drawn,  no  money  changes  hands  at  all : 
the  amount  is  simply  transferred  in  the  bank's  books 
from  one  depositor's  credit  to  another's.  This  case,  of 
course,  does  not  very  often  happen.  In  a  majority  of 
cases,  the  person  who  receives  the  cheque  deals  with  a 
different  bank  from  that  upon  which  the  cheque  is 
drawn.  In  such  a  case,  he  pays  the  cheque  into  his 
own  bank,  and  that  bank  receives  the  amount  in  money 
from  the  bank  upon  which  the  cheque  is  drawn.  Or 
rather,  as  thousands  of  cheques  are  drawn  every  day — 
so  many  upon  one  bank,  so  many  upon  another, — it  is 
only  the  balance  of  these  cheque-transactions  which 
requires  to  be  transferred  in  money  from  one  bank  to 
another.  This  of  itself  is  a  great  economy  :  for  (1)  not 
only  is  no  money  needed  by  a  bank's  customers  (we 
may  say  the  public)  in  making  their  payments,  and 
consequently  no  money  is  withdrawn  for  this  purpose 
from  the  banks  at  all:  but  (2)  only  the  balance  of 
these  transactions  requires  to  be  transferred  in  money 
from  one  bank  to  another.  The  amount  of  Money 
(coin  or  notes)  in  the  banks  of  the  country  is  totally 
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unaffected  hj  these  cheque-transactions, — the  require- 
ment for  money  remains  the  same  whether  these  trans- 
actions amount  to  thousands  of  pounds  or  to  many 
millions :  the  only  result  is  the  transfer  of  the  balance 
of  these  transactions,  in  the  form  of  Money,  from  one 
bank  to  another. 

The  economy  thus  effected  by  the  cheque -system 
is  very  great.  The  amount  of  money  employed  by  the 
public  is  trifling  compared  with  what  would  be  needed 
if  cheques  were  not  used,  and  if  every  payment  had  to 
be  made  by  withdrawing  the  amount  in  money  from 
the  banks.  In  fact,  if  the  payments  now  made  by 
means  of  cheques  had  to  be  made  in  money,  all  the 
notes  and  coin  not  only  kept  on  hand  in  the  banks, 
but  also  circulating  in  the  country,  would  be  totally 
inadequate  for  the  purpose. 

IV.  ITie  Clearing  -  House.  —  The  economy  of  the 
cheque -system  per  se  consisted  in  allowing  the  in- 
numerable daily  payments  of  the  community  to  be  car- 
ried on  without  any  withdrawal  of  money  from  the 
banks.  The  next  and  culminating  step  in  the  pro- 
cess was  to  allow  of  the  payments  among  the  banks 
themselves  to  be  likewise  effected  without  the  use  of 
money.  This  has  been  admirably  accomplished  by 
means  of  the  Clearing-House.  This  is  an  establish- 
ment to  which  each  bank  sends  the  cheques  iipon 
other  banks  which  have  been  paid-in  by  its  customers, 
and  where  a  balance  of  these  cheque-transactions  is 
struck  for  each  bank  with  each  of  the  others.  This 
system  was  adopted  at  first  simply  as  a  convenience 
for  the  banks :  instead  of  each  bank  sending  round  to 
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settle  with  eacli  of  its  neighbours,  both  time  and 
trouble  were  saved  by  the  representatives  of  the  banks 
meeting  at  a  certain  place  and  at  a  certain  hour 
to  settle  the  business.  This  arrangement,  though  de- 
vised at  first  merely  for  the  convenience  of  the  banks, 
led  to  a  further  economy  of  capital  in  the  form  of 
money.  The  balances  due  to  or  by  each  bank  being 
ascertained  at  the  Clearing-House,  it  was  agreed  that 
these  balances  should  not  be  paid  in  money,  but  by 
cheques  on  the  Bank  of  England.  All  the  banks  in 
London,  and  some  of  the  provincial  banks,  keep  an 
account  at  the  Bank  of  England.  In  fact,  a  large  por- 
tion of  the  deposits  in  the  Bank  of  England  belong, 
not  to  private  customers  or  to  the  State,  but  to  the 
other  banks.  And  the  settlement  at  the  Clearing- 
House  is  effected  by  each  indebted  bank  giving  to  the 
others  a  draft,  or  cheque,  upon  the  deposits  which  it 
keeps  in  the  Bank  of  England.  Hence  the  business  of 
the  Clearing-House — the  balance  of  all  the  cheque- 
transactions — is  settled  without  the  use  of  money  at 
all,  simply  by  a  transference  of  a  certain  amount  from 
the  credit  of  one  bank  to  that  of  another.* 

*  To  show  approximately  the  proportion  of  "banting-transactions 
which  are  settled  through  the  Clearing-House,  Sir  John  Lubbock  (in 
a  paper  read  before  the  Statistical  Society  in  June  1865)  made  the  fol- 
lo^ng  analysis  of  23  millions  sterling  which  passed  through  his  bank 
in  a  few  days  : — 

Amount  settled  through  Clearing-House,  .     £16,346,000    or  70  p.  u. 

Cheques  and  bills,  not  passed  thro'  Clearing-House,      5,394,000     „  24    ,, 
Bank-notes,     ...  .  1,216,000].       g 

Coin, 139,000 )  " 

£23,095,000 

From  this  statement  it  appears  that  70  per  cent  of  banking-transac- 
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By  this  means  payments  to  the  enormous  amount  of 
about  fifteen  millions  sterling  take  place  daily  through- 
out the  country  without  the  use  of  a  single  note  or  coin* 
No  money  is  withdrawn  from  the  banks  to  make  these 
payments ;  neither  does  any  money  change  hands  among 
the  banks  themselves.  The  only  result  of  these  mil- 
lions of  daily  payments  made  by  cheques  is,  that  the 
clerks  in  the  Bank  of  England  take  their  ledgers  and 
write  off  a  trifling  amount  from  one  bank's  credit,  and 
place  it  to  the  credit  of  another.  A  few  minutes'  work 
with  the  bank-books  in  Threadneedle  Street  settles  the 
whole  business.  The  means  by  which  this  settlement 
is  made  are  a  few  lines  of  writing — a  few  entries  made 
by  a  clerk, — that  is  all.  And  as  to  what  is  transferred 
there  is  little  to  show.  It  has  a  name — it  is  called 
Capital ;  and  it  has  real  value ;  but  it  has  no  bodily 
form  like  most  other  kinds  of  property.  It  appears  in 
the  mass  a  mere  fiction ;  nevertheless  it  always  takes  a 
bodily  form  when  it  is  wanted.  The  handful  of  Money 
in  the  banks  suffices  to  represent  the  whole  amount 
of  Wealth  intrusted  to  their  keeping,  because  only  a 
small  portion  of  that  wealth  requires  to  be  converted 
into  money  at  any  one  time.      Just  as   Fortunatus's 

tions  are  settled  through  the  Clearing- House,  and  consequently  without 
the  use  of  money.  Of  the  remainder,  also,  24  per  cent  are  settled  with- 
out the  use  of  money,  by  means  of  cheques  and  bills ;  nearly  5|  per 
cent  are  settled  in  bank-notes,  and  little  more  than  ^  per  cent  in  coin. 
*  Mr  Hankey  ('On  Banking,'  p.  101)  states  that  the  transactions 
settled  through  the  Clearing-House  last  year  amounted  to  4588  mil- 
lions sterling :  giving  an  average  of  nearly  fifteen  millions  a-day  ! 
This,  we  presume,  is  apart  from  the  economy  eifected  by  the  recently- 
established  Country  Clearing-House.  The  Scotch  hanks,  also,  have 
a  clearing-system  of  their  own. 
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purse,  wliich  never  became  empty,  enabled  him,  though 
there  were  but  a  few  coins  in  it,  to  spend  unKmited 
sums,  so  the  amount  of  Money  in  the  banks,  com- 
paratively small  as  it  is,  nevertheless  suffices  to  utilise 
the  whole  amount  of  their  deposits.  Banking-deposits, 
in  truth — the  mobilised  reserve-wealth  of  individuals — 
are  like  a  score  of  viewless  or  disembodied  spirits  who 
have  only  one  body  amongst  them.  Give  them  time, 
and  all  of  them,  each  incarnating  himself  in  turn,  will 
appear  before  you.  But  it  is  impossible  they  can  all 
appear  at  once.  As  there  is  only  one  body  for  the  score 
of  them,  nineteen  out  of  the  twenty  must  always  be 
invisible.  So  is  it  with  the  wealth  deposited  in  banks. 
By  a  marvellous  process,  or  rather  by  a  succession  of 
processes,  we  have  carried  financial  economy  so  far 
that  nineteen  -  twentieths  of  our  reserve  -  wealth  (as 
represented  by  banking  -  deposits)  has  no  existence 
in  the  shape  of  money  at  all;  and  yet  it  can  all  be 
utilised. 

In  the  storing  of  reserve-wealth,  the  first  improve- 
ment was  to  transmute  property  so  kept  from  a  per- 
ishable form  (corn,  cattle,  &c.)  to  an  imperishable 
one,  by  the  use  of  the  precious  metals  in  the  form  of 
bullion.  The  second  process  was  to  convert  this  bullion 
into  a  more  commodious  and  negotiable  form  by  the 
adoption  of  metallic  money  or  coins.  The  third  step 
was  banking,  which  greatly  economised  the  use  of 
specie.  The  fourth  step  was  the  adoption  of  paper- 
money,  in  the  form  of  bank-notes,  which  increased  this 
economy.  The  fifth  step  was  the  employment  of 
cheques ;  which,  coupled  with  the  last  step,  the  estab- 
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lishment  of  the  Clearing -House,  has  economised  the 
use  of  money,  alike  notes  and  coin,  to  an  extent  not 
easily  calculable. 

Bills. — There  is  one  more  process  of  economising 
capital  which  deserves  to  be  noted, — namely,  the  BUl- 
system.  BiUs  are  the  currency  of  commerce  and  of 
wholesale  trade.  Their  source  and  origin  is  with 
the  mercantile  community.  Notes  and  cheques  are 
forms  of  credit  originating  with  banks ;  but  bills 
are  the  means  by  which  each  private  individual 
utilises  his  own  credit.  They  make  his  capital  go 
farther  than  it  otherwise  would.  In  fact  they  are 
equivalent  to  a  temporary  creation  of  capital.  A 
man  has  a  good  reputation  for  honesty  and  business- 
talent,  but  his  capital  is  not  sufficient  to  enable  him  to 
trade  to  the  extent  which  he  desires,  and  which  pro- 
mises to  be  profitable.  Then  he  orders  £1000  in  goods 
from  a  brother  merchant,  giving  a  bill  in  payment, — a 
promise  to  pay  in  money  (say)  three  months  after  re- 
ceipt of  the  goods.  Before  the  expiry  of  the  time,  he 
has  resold  the  goods,  making  a  profit  of  (say)  five  per 
cent  on  the  transaction ;  so  that  when  the  bill  falls  due, 
he  is  not  only  able  to  pay  it,  but  has  made  a  profit  for 
himself  of  £50.  Proceeding  in  this  way — buying  goods 
with  bills  at  three  months'  date,  and  making  five  per 
cent  on  each  transaction,  the  actual  result  is,  that  at 
the  end  of  a  year  a  merchant  may  make  twenty  per  cent 
of  profit  on  capital  which  he  had  only  upon  loan. 

Mark  the  economy  effected  by  this  system  of  com- 
mercial credit.  The  general  practice  is,  that  a  bank 
wni  discount  biHs  for  a  customer  to  at  least  ten  times 
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the  amount  of  his  average  balance  in  the  bank.  Thus, 
if  he  keeps  an  average  balance  at  his  banker's  of  £1000, 
the  bank  will  discount  bills  for  him  to  the  extent  of  at 
least  £10,000.  Thus  he  can  trade  to  fully  ten  times  the 
amount  of  his  money  in  bank.  By  means  of  the  bill- 
system,  he  can  cany  on  about  ten  times  more  trade  and 
make  ten  times  greater  profits  than  he  otherwise  could 
do.  A  commission-merchant,  who  does  not  require 
to  sink  money  in  his  business,  can  by  means  of  biUs 
trade  to  ten  times  the  amount  of  his  whole  capital. 
But  in  the  case  of  manufacturers,  and  others,  who  have 
to  sink  money  in  their  mills  and  machinery,  it  is  only 
a  comparatively  small  portion  of  their  wealth  which 
is  deposited  in  bank,  and  which  may  be  made  a  basis 
of  biUs. 

The  credit-system  not  only  economises  capital  in  the 
hands  of  those  who  have  it,  but  it  temporarily  gives 
capital  to  those  who  have  it  not.  By  the  credit-system, 
the  commercial  community  virtually  agree  to  lend  a 
certain  amount  of  their  goods  to  any  person  of  known 
integrity  and  business  talents.  It  is  by  means  of  this 
credit-system  that  trade  and  industry  in  our  country 
have  attained  their  present  marvellous  development ; 
and  if  it  were  suspended,  the  whole  fabric  of  our  in- 
dustry would  at  once  collapse,  and  the  great  source  of 
our  gains  would  be  at  an  end. 

"While  economising  capital,  the  Bill -system  also 
economises  the  use  of  money.  It  does  so  in  two  ways. 
(1.)  In  the  Home  trade.  On  the  principle  already 
stated — namely,  that  when  a  man  has  the  means  of 
getting  money  or  goods  whenever  he  wants  them,  it  is 
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the  same  as  if  he  held  them — Bills  to  a  great  extent 
serve  the  purpose  of  money,  because  they  are  readily 
negotiable  and  convertible  into  money.  Every  merchant 
keeps  a  number  of  these  biUs  in  his  portfolio ;  and 
before  the  cheque-system  was  fully  established  (and  to 
some  extent  also  at  present),  bills  were  passed  from 
one  merchant  or  manufacturer  to  another  in  payments, 
just  as  if  they  were  money, — each  merchant  writing  his 
name  on  the  bill  as  it  passed  from  hand  to  hand.  In 
Birmingham,  Manchester,  and  some  other  places,  forty 
years  ago,  it  was  not  uncommon  to  see  biUs  which  had 
passed  through  so  many  hands  that  the  entire  back  of 
them  was  covered  with  the  names  of  endorsers :  and  in 
some  cases,  bits  of  paper  were  pasted  on  and  likewise 
covered  with  names.  Every  time  one  of  those  bills 
changed  hands,  the  security  for  its  payment  was  in- 
creased,— each  man  endorsing  it,  and  thereafter  being 
liable  for  the  amount  if  the  original  acceptor  of  the 
bill  should  fail  to  meet  it.  In  this  way  it  was  the 
same  as  if  notes  or  coin  to  a  like  amount  had  been 
employed  in  payments,  and  the  result  was  a  corre- 
sponding economy  of  the  currency. 

(2.)  In  the  Foreign  trade,  bills  play  a  more  important 
part  as  money — international  currency.  For  example, 
a  bin  upon  a  Calcutta  merchant  held  by  a  person  in 
London  is  as  good  to  him  as  a  cheque  upon  a  Calcutta 
bank,  as  an  equal  sum  in  rupees,  or  in  notes  of  the 
Bank  of  Bengal  Hence  to  send  that  bill  to  India  is 
the  same  as  sending  specie, — with  this  difference  in 
favour  of  the  bill,  that  it  can  be  sent  for  the  mere  cost 
of  postage,  whereas  the  cost  of  transmitting  specie  is 
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considerable.  Hence,  when  any  merchant  wants  to 
transmit  specie  to  Calcutta  to  make  purchases  or  settle 
the  trade-balances,  instead  of  buying  silver  he  buys 
those  bills,  and  forwards  them  to  Calcutta.  Every  bill 
thus  sent  abroad  serves  the  same  purpose  as  the  export 
of  a  similar  amount  of  specie, — thereby  economising 
capital  in  the  form  of  the  precious  metals  ;  and  at  the 
same  time,  the  payment  is  made  more  conveniently  and 
at  less  expense  than  if  specie  were  transmitted  from  one 
country  to  another. 

Every  bank  deals  in  those  Bills :  the  banks  buy  them 
(by  the  process  called  "  discounting ")  as  highly  nego- 
tiable assets,  suitable  for  the  investment  of  banking 
capital.  They  constitute  the  larger  portion  of  the 
securities  in  exchange  for  which  the  banks  allow  their 
customers  to  draw  upon  them.  In  fact,  the  "  deposits  " 
in  banks  are  mainly  constituted  by  an  equal  amount  of 
those  bills,  which  the  banks  take  in  security  for  the 
accommodation  which  they  give  to  their  customers. 
But  the  bill-system  is  so  extensive  that  a  special  de- 
partment of  monetary  or  financial  business  has  sprung 
up  to  meet  it,  —  namely,  the  Discount-houses.  The 
special  business  of  these  establishments  is  to  discount 
those  bUls — i.  e.,  to  buy  them  at  their  fair  value, — pay- 
in<T  the  bill-holder  the  amount,  minus  the  interest  for 
the  time  wliich  has  to  elapse  before  the  bill  falls  due. 
When  a  bank  discounts  a  bill,  it  does  not  usually  pay 
money  for  it :  the  amount  is  simply  placed  to  the 
credit  of  the  person  who  sells  to  it  the  bill ;  who  there- 
after draws  out  the  amount  in  such  portions  as  he 
requires,  usually  by  means  of  cheques.     When  a  dis- 
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count-house  buys  one  of  those  bills,  it  makes  payment 
by  a  cheque  upon  the  bank  with  which  it  deals.  And 
thus  nearly  the  whole  of  those  immense  bill-transactions 
are  settled  without  the  use  of  money,  and  simply  by 
means  of  cheques  and  the  Clearing-House, — the  great 
economy  of  which  system  we  have  already  described. 

It  is  by  means  of  those  various  processes  that  Capital 
has  been  so  marvellously  economised  in  this  country, 
and  that  so  little  Money  (notes  or  coin)  is  needed  in 
carrying  on  our  immense  home  and  foreign  trade.  The 
monetary  wants  of  a  community,  we  repeat,  are  two- 
fold :  (1)  to  carry  on  the  daily  buying  and  selling,  and 
suchlike  exchanges  of  property,  among  our  own  people 
and  also  with  foreign  countries;  and  (2)  to  store  up  in  a 
convenient  form  the  reserve-wealth  of  individuals.  The 
amount  of  business  in  a  country,  whether  among  the 
community  at  home  or  with  foreign  countries,  steadily 
increases,  (cmteris  paribus)  requiring  more  money  in 
the  hands  of  the  people  to  carry  it  on;  and  natui'ally, 
the  reserve  -  wealth  of  individuals  likewise  increases, 
requiring  more  money  to  represent  it.  By  means  of 
banking,  paper-money,  cheques,  and  bills,  we  are  now 
enabled  to  carry  on  our  immense  home  and  foreign 
trade  with  a  wonderfully  small  amount  of  money;  and 
at  the  same  time  to  utilise  the  vast  amount  of  re- 
serve-wealth stored  in  the  banks.  If  none  of  those 
economical  processes  were  in  use — if  we  were  in  the 
condition  of  our  ancestors  two  centuries  ago,  —  the 
amount  of  specie  now  required  would  be  enormous. 
The  fact  that  payments  to  the  amount  of  4600  millions 
a-year,  equal  to  about  15  millions   a-day,  are   settled 
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through  the  London  Clearing  -  House  alone,  speaks 
volumes  on  this  point.  In  truth,  if  every  ounce  of  the 
precious  ore  from  the  new  gold-mines  in  California 
and  Australia  had  come  to  this  country,  and  been  kept 
here,  this  immense  sum  would  be  inadequate  for  our 
requirements,  if  all  payments  had  to  be  made  in  specie 
and  withoiit  the  economy  effected  by  banking  and  its 
appliances. 

Of  the  various  banking  adjuvants  of  industry  which 
we  have  passed  in  review,  paper-money,  in  the  form  of 
bank-notes,  has  contributed  nothing  during  the  last 
quarter  of  a  century  to  the  marvellous  industrial  and 
commercial  progress  of  this  country.  Its  efficacy  as  a 
means  of  economising  capital  has  remained  stationary, 
or  rather  has  somewhat  declined.  In  1834  the  note- 
circulation  of  the  United  Kingdom  was  about  38  mil- 
lions; in  1844  it  was  fully  39  milHons;  at  present  it 
is  only  38  millions.*  Moreover,  10  millions  of  this 
latter  amount  do  not  effect  any  economy,  since  they 
simply  represent  an  equal  amount  of  gold  locked  up  in 
the  Scotch  banks  and  in  the  Bank  of  England  in  con- 
nection with  the  note-issues.     Thus,  paper-money  in 

*  In  1844,  when  the  present  Bank  Act  came  into  operation,  the 
note-circulation  of  the  United  Kingdom  stood  as  follows  : — 

Bank  of  EDgland  notes  (7th  September),  .  .      £21,206,624 

English  provincial  banks,  .        .  .  .  8,648,853 

Irish  banks,  .       .  .  .  .  6,354,494 

Scotch  banks,  .       .  .       .  3,087,209 


£39,297,180 
On  5th  January  1867  the  note-circulation  stood  as  follows  : — 
Bank  of  England,  .  £2l',353,628 

English  pro\'incial  banks,  .        .  4,965,365 

Irish  banks,  .  ...  6,142,983 

Scotch  banks,     ...  ....  4,630,979 


£38,092,950 
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tHs  country  effects  a  saving  of  only  £28,000,000  ; 
and  as  a  means  of  economising  capital  it  lias  at  best, 
since  1844,  remained  stationary. 

Yet  how  vast  in  other  respects  has  been  our  national 
progress  during  the  same  period !  Within  the  last  quar- 
ter of  a  century  our  Trade  has  more  than  trebled, — 
our  exports  and  imports  having  increased  from  130 
millions  sterling  to  fully  420  millions.  The  bills,  or 
commercial  currency,  by  which  our  trade  is  carried  on, 
have  simultaneously  doubled  in  amount ;  the  daily 
amount  of  bills  afloat  in  1843  having  been  about  140 
millions,  whereas  now,  according  to  the  same  authority 
(Mr  ISTewmarch),  the  amount  is  about  ilOO  millions.* 
During  the  same  period,  also,  oui-  banking-deposits  have 
increased  fivefold, — ^having  risen  from  about  80  millions 
to  400  millions.  And  the  yearly  increase  of  wealth  in 
the  United  Kingdom  has  simultaneously  augmented  to 
an  uncertain  but  unquestionably  enormous  extent. 

The  national  progress  in  industry  and  wealth  exhib- 
ited by  these  statistics  is  truly  wonderful.  And  unques- 
tionably, so  far  as  financial  auxiliaries  are  concerned,  the 
means  by  which  this  progress  has  been  accomplished 
have  been  the  extension  of  banking,  the  increased  use 
of  commercial  currency  (bills),  and,  most  of  all,  the  de- 
velopment of  the  cheque-system  and  the  establishment 
of  the  Clearing-House.j    In  truth.  Money,  whether  in 

*  It  seems  almost  incredible  that  tlie  amount  of  commercial  bills 
in  use  has  only  doubled  since  1843 ;  but,  in  so  far  as  reliable  statistics 
are  available,  this  appears  to  be  the  case. 

+  See  infra,  Chap.  V. 

J  The  following  statement  shows  how  immensely  the  economy 
effected  by  the  deariug-sy  stem  has  been  developed  within  the  last  thirty 
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the  form  of  bank-notes  or  coin,  hardly  plays  any  part  in 
the  processes  by  which  our  rapidly-expanding  trade  is 
facilitated,  or  even  in  the  transactions  of  banking.  Start- 
ling as  the  fact  may  seem,  not  more  than  5  per  cent  of 
banking-transactions  are  made  either  in  notes  or  coin. 
Of  the  innumerable  payments  into  banks,  constituting 
deposits,  and  of  the  equally  numerous  drafts  upon  banks, 
or  demands  for  repayment  of  those  deposits,  95  per  cent 
(as  has  already  been  shown)  are  in  the  form  of  cheques 
and  bills  ;  only  5  per  cent  being  in  money — i.e.,  notes 
or  coin.* 

The  grand  value  of  a  note-circulation  nowadays — at 
least  in  this  country,  where  the  economy  of  banking  is 
so  fully  developed — consists,  not  so  much  in  the  extent 
to  which  it  economises  specie,  as  in  its  power  of  ready 
expansibility,  by  which  it  can  be  made  to  neutralise 
the  ever-recurring  fluctuations  in  the  supply  of  specie, 
or  in  the  monetary  requirements  of  the  community. 
The  amount  of  those  fluctuations  is  comparatively  trivial, 
and  they  are  exceedingly  transient.  Nevertheless  if  any 
obstacle  prevent  the  expansion  of  the  note-circulation 
at  such  times,  the  effects  are  tremendous.  Not  only 
trade,  but  the  banking -system  itself,  is  liable  to  be 
pulled  to  the  ground. 

Money,  whether  bank-notes  or  coin,  now  constitutes 

years  : — Mr  Babtage  calculated  that  in  the  year  1839  the  amount  of 
banking-transactions  settled  through  the  London  Clearing-House  was 
954  millions  sterling.  Reckoning  on  the  same  data,  Mr  Hankey  esti- 
mates that  in  1857  the  amount  so  settled  was  1900  millions  ;  and  that 
in  the  year  ending  in  September  1866,  it  was  no  less  than  4588  millions 
sterling. — Hankey  on  Banking,  pp.  63,  64,  and  101. 
*  See  supra,  pp.  6  and  27. 
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merely  the  retail  currency  of  the  country, — ^the  medium 
in  which  we  pay  for  the  small  wants  of  the  day — for 
our  dinner  and  cahs,  our  railway-ticket,  and  petty 
purchases  in  shopping.  All  else  is  done  by  means  of 
cheques  and  bills.  These  cheques  and  biUs  are  the 
great  moving  power, — the  form  in  which  all  the  larger 
purchases  of  goods  and  property  are  made :  notes  and 
coin  being  only  needed  for  petty  payments.  Cheques 
and  bills  are  to  Wealth  what  the  arm  is  to  the  body — 
the  great  agent  in  employing  its  power :  notes  and  coin 
(money)  are  merely  the  fingers — the  medium  by  which 
the  power  is  applied  to  details.  But  as  the  power  of 
the  arm  becomes  almost  nullified  if  the  fingers  fail,  so 
our  financial  system  is  liable  to  collapse  if  the  supply 
of  notes  becomes  inadequate  to  the  requirements  of  the 
community. 


II. 

ABSORPTION    OF    SPECIE 


There  is  a  feature  of  the  present  times,  in  connection 
witli  the  economy  of  capital  effected  by  Bankiag,  which 
has  excited  much  interest  and  discussion,  and  which 
demands  special  attention:  namely,  the  recent  great 
absorption  of  the  precious  metals,  and,  in  a  lesser 
degree,  of  Money  in  all  forms. 

Since  1849  the  production  of  the  precious  metals 
has  quadrupled  in  quantity:  the  chief  increase  being 
in  gold,  which  is  the  superior  metal  for  currency. 
Nevertheless  the  reserve  of  the  precious  metals  avail- 
able for  the  wants  of  trade  and  commerce  is  at  present 
little,  if  at  all,  greater  than  it  was  before.  The  Bank 
of  France  changed  its  character  so  fundamentally  in 
1848  that  its  case  cannot  be  referred  to  in  this  matter. 
But  the  Bant  of  England  has  remained  unchanged  in 
its  constitution  and  circumstances  since  1844;  and  in 
its  case  we  find  that,  on  the  average  of  the  five  years 
ending  with  1865,  its  stock  of  specie  is  exactly  the  same 
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as  it  was  during  the  five  years  previous  to  the  gold- 
discoveries. 

We  see  an  explanation  of  these  facts,  firstly  and 
chiefly,  in  the  great  iacrease  which  has  taken  place  in 
4he  foreign  trade  of  both  countries.  Since  1849  the 
foreign  trade  of  England  has  more  than  doubled,  and 
the  foreign  trade  of  France  has  more  than  trebled  ia 
amount.  In  the  case  of  other  countries  likewise,  a 
great  expansion  of  trade  has  taken  place.  This  circum- 
stance has  occasioned  a  vast  absorption  of  the  pre- 
cious metals.  An  increase  of  foreign  trade,  it  is  true, 
does  not  of  necessity  produce  a  greater  rec[uirement 
for  the  precious  metals.  If  aU  countries  were  to  trade 
mutually,  and  in  equal  amount,  with  one  another, 
such  international  transactions  might  increase  to  any 
magnitude  without  causing  a  requirement  for  specie. 
The  only  currency  required  would  be  commercial  bills. 
But  practically  this  is  not  the  case.  There  are  countries 
an  increase  of  trade  with  which  necessitates  a  large 
employment  of  specie.  A  great  portion  of  the  increase 
of  the  foreign  trade  of  England,  France,  and  America 
has  taken  place  with  the  countries  of  the  East,  especially 
with  India  and  China :  and  as  these  are  chiefly  exporting 
countries — as  they  take  from  us  only  a  small  proportion 
of  goods  compared  to  what  we  import  from  them, — the 
"  balance  of  trade"  is  always  in  their  favour,  and  has  to  be 
liquidated  on  our  part  by  a  ceaseless  exportation  of  the 
precious  metals.  In  this  way,  most  profitably  and  ad- 
vantageously, an  immense  amount  of  the  new  supplies  of 
specie  has  been  drained  away  from  Europe  and  America.* 
*  See  also  The  Economy  of  Capital,  pp.  50-54. 
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Moreover,  the  course  of  trade  is  always  liable  to 
transient  ebb  and  flow :  and  the  larger  the  amount  of 
international  trade  which  a  country  carries  on,  the 
larger  are  likely  to  be  the  occasional  balances  against 
it.  Ever  and  anon  some  country  suddenly  increases  its 
imports  from  some  other  country,  and  the  balance  thus 
arising  must  be  paid  in  specie.  The  more  extensive 
the  commerce  of  a  country,  the  more  secure  is  the  basis 
of  its  material  industry :  for,  when  the  supply  of  goods 
from  one  quarter  is  stopped,  the  more  easily  can  the 
loss  be  compensated  by  obtaining  the  required  supply 
from  other  quarters.  Ou  the  other  hand,  aU  such 
changes  in  the  course  of  trade  tend  to  produce  in  some 
quarters  an  adverse  balance  against  the  importing 
country,- — ^liquidation  of  which  must  usually  be  made 
in  specie.  So  that,  in  truth,  the  more  extensive  the 
commerce  of  a  country,  the  greater  is  the  liabUity  of 
that  coimtry  to  monetary  disturbance,  owing  to  fluctua- 
tions in  the  ebb  and  flow  of  specie. 

Thus  we  find  (1)  that  a  large  additional  amount 
of  the  precious  metals  has  during  the  last  sixteen 
years  been  required  for,  and  absorbed  by,  the  increase 
which  has  taken  place  in  International  Trade.  This  is  a 
permanent  absorption.  And  (2),  owing  to  the  increased 
magnitude  of  our  foreign  trade,  we  are  very  liable  to 
temporary  drains  of  specie  in  consequence  of  the  occa- 
sional fluctuations  in  the  course  of  trade.  The  former 
of  these  facts  goes  far  to  explain  how  it  happens  that  the 
reserve  of  specie  available  for  trade  (viz.,  the  stock  of 
specie  in  bank)  is  little  larger  than  it  was  previous  to 
the  discovery  of  the  new  gold-mines ;  the  latter  explains 
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the  cause  of  the  transient  drains  of  specie  to  which  we 
are  subjected. 

But  there  axe  two  other  facts  connected  with  the 
absorption  of  specie  which  are  exceedingly  worthy  of 
notice,  if  not  for  their  magnitude,  at  least  for  the  rela- 
tion which  they  have  with  our  Monetary  System. 

One  of  these  is,  that  chiefly  in  consequence  of  the  in- 
crease of  the  foreign  trade,  but  partly  independent  of  it, 
the  domestic  trade  has  likewise  greatly  increased.  There 
is  more  buying  and  selling  than  there  used  to  be  twenty 
years  ago — ^more  wages  and  salaries,  higher  rents,  &c. ; 
and  hence  more  currency  of  some  kind  is  needed.  A 
portion  of  those  payments  has  to  be  made  in  specie. 
In  England  there  are  no  notes  of  less  value  than  £5  ; 
in  France  there  are  none  below  £2,  10s. :  accordingly 
in  both  countries  a  large  portion  of  the  daily  retail 
purchases,  and  all  the  wages  of  the  working- classes, 
have  to  be  paid  in  coiu.  Thus  in  England,  and  also 
in  other  countries,  a  considerable  amount  of  specie  is 
every  year  absorbed  into  the  active  metallic  currency. 
In  England  the  steady  action  of  this  internal  drain  of 
gold  may  be  seen  by  consulting  the  returns  of  the  Bank 
as  to  the  additions  made  to  the  contents  of  the  Bullion 
Office  from  abroad,  and  as  to  the  total  stock  of  gold 
held  by  the  Bank:  the  latter,  it  will  be  found,  does 
not  increase  along  with  the  former, — and  the  difference 
shows  the  amount  of  specie  which,  merely  passing 
through  the  Bank,  becomes  yearly  absorbed  in  the 
active  circulation  of  the  country. 

In  this  way,  since  1843,  the  metallic  currency  of  the 
United  Kingdom  has  immensely  increased, — not  less 
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than  105  inillioris  sterling  of  additional  gold  and  silver 
coins  having  heen  issued  from  the  Mint.  The  records 
of  that  establishment  show  that  in  the  twenty-two 
years,  1844-65,  gold  has  been  coined  to  the  amount  of 
£114,000,000,  and  silver  to  the  amount  of  £7,700,000, 
— making  together  £121,700,000.  During  the  same 
period  (as  shown  by  the  records  of  the  Mint,  supple- 
mented by  those  of  the  Bank  of  England),  the  amoimt 
of  worn  gold  coin  withdrawn  from  circulation  has  been 
£14,800,000,  and  of  worn  sHver  coin  £1,660,000 :  total, 
£16,460,000.  Deducting  this  amount  of  worn  and  with- 
drawn coin  from  the  amount  of  the  new  coins  issued  by 
the  Mint,  the  result  shows  that  since  1843  there  has 
been  an  addition  to  our  metallic  currency  of  rather  more 
than  105  millions  sterling.*  This  gives  an  average  of 
nearly  five  millions  sterling,  sunk  each  year  in  addi- 
tions to  the  metallic  currency  of  the  country.  These 
coins,  as  we  have  said,  are  needed  solely  for  retail  pay- 
ments of  the  smallest  kind, — namely,  in  the  payment 
of  weekly  wages,  and  in  shopping-purchases  of  less 
amount  than  £5.  In  fact,  large  as  is  the  amount  of 
capital  thus  sunk,  it  is  entirely  absorbed  in  the  active 
circulation  of  the  country,  and  goes  for  nothing  in  the 
larger  exchanges  of  capital  by  which  the  national 
industry  is  mainly  carried  on. 

Nor  is  this  all.  More  money,  also,  whether  notes  or 
coin,  is  required  owing  to  the  increasing  wealth  of  the 
country.  As  wealth  increases,  the  deposits  in  bank 
increase ;  and  as  these  deposits  become  larger,  the 
banks  must  keep  a  larger  amount  of  money  in  hand,  in 
*  See  Appendix,  where  the  statistics  are  given  in  fuU. 
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order  to  meet  this  increase  of  their  liabilities.  The 
effects  of  this  absorption  are  by  no  means  unimportant. 
For  example,  during  the  last  ten  years  the  deposits  in 
the  London  joint-stock  banks  have  doubled, — they  have 
increased  from  fifty  miEions  to  a  hundred  millions : 
and  the  amount  of  money  kept  constantly  on  hand  in 
these  banks  alone  is  two  or  three  millions  greater  than 
before.  This  amount,  being  always  kept  in  reserve,  is 
de,  facto  immobOised:  it  can  be  used,  but,  speaking 
roundly,  it  never  is  used :  it  is  withdrawn  from  the 
active  circulation  of  the  country.  Moreover,  the  re- 
serve which  the  London  and  provincial  banks  keep  in 
the  Bank  of  England  has  also  increased:  so  that  a 
smaller  proportion  of  the  Bank's  "  reserve  "  can  now  be 
relied  on  as  fully  available  for  the  wants  of  that  estab- 
lishment than  was  the  case  twenty  years  ago,  —  a 
large  portion  of  that  amount  belonging,  in  fact,  not 
to  the  Bank  at  all,  but  to  the  other  banks  which  have 
placed  in  its  keeping  a  portion  of  their  own  reserves.* 

Thus,  then,  we  see  (1)  that  an  enormous  absorption 
of  the  precious  metals  has  taken  place  in  consequence  of 
the  expansion  of  International  trade ;  (2)  more  money, 
coin  and  notes,  is  needed  in  the  hands  of  the  people  of 
each  country,  to  carry  on  the  expanding  Home  trade ; 
and  (3)  at  the  same  time  more  money  is  needed  in  bank 
in  connection  with  the  increasing  Deposits,  —  which 
deposits  represent  to  a  large  extent  the  total  reserve- 
wealth  of  individuals. 

*  In  1844  the  reserves  of  other  banks  kept  in  the  Bank  of  England 
amounted  to  a  million  and  a  half ;  in  November  1857  (a  period  of 
crisis),  they  were  five  and  a  half  millions ;  at  present  their  ordinary 
amount  is  probably  six  millions  sterling  at  least. 
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All  of  tliese  causes  of  the  absorption  of  money  will 
remain  in  force,  and  doubtless  -will  continue  to  in- 
crease. In  England  especially,  the  chief,  if  not  the 
only  great  source  of  the  national  growth  lies  in  Foreign 
Trade.  The  chief  source  of  increasing  employment  for 
the  population  must  come  from  our  trade  with  other 
countries.  If  England  is  to  increase  in  population, 
and  if  the  increase  of  wealth  is  to  keep  pace  with  the 
growth  of  population,  her  foreign  trade  must  go  on  in- 
creasing in  the  future  at  least  as  rapidly  as  it  has  done 
in  the  past.  And  what  is  true  of  England  at  present 
will  be  true  of  other  countries — in  fact,  of  all  countries 
— in  course  of  time. 

At  the  same  time,  the  produce  of  the  new  gold-mines 
appears  to  have  reached  its  maximum,  or  even  to  have 
begun  to  decline.  Hence — although  I  doubt  not  other 
rich  gold-mines  will  in  course  of  time  be  discovered 
in  Central  Asia  and  in  Africa — either  the  trade  of  the 
world  wUl  soon  become  fettered,  or  else  some  means 
must  be  found  to  allow  of  the  present  rapid  expansion 
of  trade  being  carried  on  without  a  corresponding 
increase  in  the  supply  of  the  precious  metals. 


III. 

INTERNATIONAL    TRADE 


Adequately  to  exhibit  the  great  and  indeed  marvellous 
development  of  International  Trade  which  has  taken 
place  during  the  last  twenty  years  would  require  an 
exposition  of  the  commercial  statistics  of  all  the  leading 
countries  of  the  world.  This  is  beyond  the  purpose  of 
the  present  work,  in  which  commercial  statistics  are 
made  use  of  only  in  so  far  as  they  bear  directly  upon 
the  monetary  condition  of  the  world,  and  especially  of 
our  own  country.  It  wiU  be  more  interesting,  and  it 
suffices  for  our  purpose,  to  illustrate  the  extraordinary 
increase  of  International  Trade  by  taking  the  case  of 
two  of  the  leading  countries  of  the  world,  which  also  are 
those  in  which  we  are  most  interested, — namely,  Eng- 
land and  France.  The  commercial  statistics  of  two  such 
countries  are  especially  deserving  of  the  study  of  states- 
men and  of  political  economists;  for  these  statistics 
throw  a  great  light  upon  the  social  condition  of  the 
communities  to  which  they  relate,  and  also  upon  the 
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effects  of  legislation  and  of  governmental  administration 
upon  commercial  progress. 

There  is  no  feature  of  British  power  and  prosperity 
upon  which'  we  congratulate  ourselves  so  much  as  the 
progress  of  our  Foreign  Trade.  And  it  is  natural  that 
we  should  do  so,  seeing  that  this  trade  with  other 
countries  furnishes  the  greater  part  of  the  addition 
which  is  yearly  beiag  made  to  the  realised  wealth  of 
our  country.  It  is  this  foreign  trade,  also,  which  chiefly 
furnishes  employment  for  the  yearly  additions  to  our 
population.  But  in  order  to  appreciate  our  commercial 
progress  correctly,  it  is  necessary  to  compare  its  present 
condition  with  its  rate  of  progress  in  former  years,  and 
also  with  the  expansion  of  trade  in  other  countries. 
France  is  not  only  the  nearest  neighbour  of  England, 
but  also  the  country  with  which  a  commercial  compari- 
son can  most  fittingly  be  made.  "WhUe  showing  the 
great  expansion  which  has  taken  place  in  our  own  com- 
merce, let  us  see  what  has  been  the  progress  simul- 
taneously achieved  in  the  foreign  trade  of  France.  In 
doing  this,  we  have  taken  pains  to  condense  the  statis- 
tics (which  have  been  carefully  compiled),  so  that  the 
reader  may  discern  their  import  at  a  glance. 

Excluding  the  transit  or  emporial  trade  (that  is  to 
say,  the  portion  of  the  imports  which  is  not  used  for 
internal  consumption,  but  is  sent  off  again  to  other 
countries,  and  which  thus  appears  in  the  returns  alike 
as  Imports  and  as  Exports),  the  official  returns  show  that 
the  foreign  trade  of  France  in  recent  years  has  been  as 
follows, — the  amount  of  the  exports  and  imports  being 
stated  in  millions  sterling : — 


48 


INTERNATIONAL   TEADE. 


Foreign  Trade  of  France. 


1851 
1852 
1853 
1854 
1855 


Expts. 
46 

61§ 
564 

m 


Impts. 
304 
40 
48 
514 
631 


1856 

754 

1857 

741 

1858 

754 

1859 

90S 

1860 

91 

Expts.     Impts. 

80 

75 

624 

654 

75 


1861 
1862 
1863 
1864 
1865 


Expts. 

Impts. 

77 

97| 

90 

88 

105a 

97 

117 

101 

128 

1114 

Average   554  *6|     Average   8I4        714    Average  1034  99 

As  in  1850  the  exports  were  42^  and  the  imports 
31^  millions  sterling,  it  appears  that  the  exports  of 
France  are  now  three  times,  and  the  imports  three  and 
a  half  times,  as  large  as  they  were  then  :  showing  that 
the  whole  trade  of  France  has  more  than  trebled  (has 
increased  230  per  cent)  during  those  fifteen  years. 

The    foreign    commerce    of  England,    exclusive    of 

the  transit-trade,  has  during  the  same  years  been  as 

follows : — 

Foreign  Trade  of  England. 


Expts. 

Impts. 

Expts. 

Impts. 

Expts. 

Impts. 

1851 

744 

127* 

1856  .  116 

149 

1861  .  125 

183 

1852 

78 

124* 

1857  .  122 

163J 

1862  .  124 

1834 

1853 

99 

140* 

1858  .  1164 

1414 

1863  .  1464 

1984 

1854 

97 

133 

1859  .  1304 

154 

1864  .  I6O4 

222| 

1855 

954 

1224 

1860  .  136 

182 

1865  .  166 

218 

Averag 

e  89 

130 

Average  124 

160 

Average  1444 

201 

As  in  1850  our  exports  were  71^  and  our  imports 
115  millions  sterling,  it  appears  that  since  then  our 
exports  have  fully,  and  our  imports  have  nearly, 
doubled  (the  increase  having  been  respectively  120 
and  91  per  cent) :    showing  a  total  increase   of  the 

*  Previous  to  1854  the  Board  of  Trade  Returns  are  of  no  use  as 
showing  the  real  value  of  our  Imports.  But  as  for  several  years  after 
1854,  both  tlie  "official"  and  the  "real  value"  is  given,  one  can 
ascertain  the  ratio  of  difference  between  them,  and  thereby  obtain  the 
"real  value  "  of  the  Imports  for  the  three  previous  years. 
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foreign  trade  of  England  during  those  fifteen  years  of 
106  per  cent. 

Dividing  those  returns  into  quinquennial  periods, 
we  find  that  the  average  annual  amount  of  foreign 
trade  carried  on  in  each  of  those  periods  by  the  two 
countries  has  been  as  follows, — the  amounts  being  stated 
as  before  in  millions  sterling : — 

Quiiiquennial  Averages. 
Feance.  England. 

Exports.  Imports.  •  Total. 

89     130  .   219 

124     160  .   284 

144J    201  .   3454 


Exports.  Imports.  Total. 

1851-55   .   55J     46J  .  102 

1856-60   .   8l|     71i  .  153 

1861-65   .  1034     99  .  2024 


The  ratio  (or  percentage)  of  increase  of  trade  calcu- 
lated upon  the  annual  average  of  exports  and  imports 
for  each  of  those  quinquennial  periods,  is  as  follows  :  * — 

Increase  calculated  on  the  Quitiquennial  Averages. 
Feance.  England. 


Exports. 

Imports. 

Total. 

Exports.    Imports. 

Total 

1851-55 

50  p.  c. 

47    p.  c. 

48  p.  c. 

46    p.  c.  13  p.  c. 

25.8  p.  c. 

1856-60 

47.5,, 

60      „ 

50     „ 

40      „     23     „ 

29.6    „ 

1861-65 

27     „ 

37.5  „ 

32'  „ 

16.5,,     25.6,, 

21.5    „ 

These  statistics  exhibit  an  important  fact,  which  will 
be  novel  if  not  startling  to  the  general  public.  They 
demonstrate  that  the  foreign  trade  of  Trance  is  increas- 
ing very  much  more  rapidly  than  ours.  Since  1850,  it 
has  increased  230  per  cent,  while  the  foreign  trade  of 
England  has  only  increased  106  per  cent.    France  under 

*  The  annual  average  for  the  five  previous  years,  which  forms  the 
starting-point  of  this  computation,  was  as  follows,  in  millions  ster- 
ling :— 


1846-50 


Fbanoe. 

England. 

Expoi-ts.      Imports. 

Total 

Exports. 

Imports. 

Total 

.37               32        . 

69 

61 

115 

176 
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a  system  of  Protection  has  increased  in  foreign  frade 
twice  as  fast  as  England  under  a  system  of  Free-trade. 
Moreover  this  ratio  of  increase  was  much  greater  during 
the  ten  years  ending  in  1860,  before  any  change  had 
been  made  in  the  commercial  legislation  of  France, 
than  it  has  been  subsequently.  The  five  years  subse- 
quent to  the  liberalising  of  the  French  tariff  by  the 
Anglo-French  treaty  of  1860,  estimated  by  the  an- 
nual averages,  show  a  smaller  rate  of  increase  in  the 
foreign  commerce  of  France  than  either  of  the  two  pre- 
ceding quinquennial  periods.  Mr  Dudley  Baxter  is 
right  in  claiming  for  railways  a  co-ordinate  power  with 
Free-trade  in  developing  the  commerce  of  a  country ;  * 
nevertheless,  even  his  theory  will  not  explain  all  the 
facts  of  this  case.  We  must  take  into  account  the 
financial  effects  of  the  administration  of  Napoleon  III., 
which,  besides  developing  the  railway-system  in  France, 
has  achieved  two  great  objects  :  first,  the  drawing  forth 
into  active  use,  by  means  of  State-loans,  a  vast  amount 
of  wealth  in  the  form  of  specie,  which  previously  had 
lain  inactive ;  and  secondly,  the  further  blow  to  hoard- 
ing, and  the  impulse  to  enterprise  and  speculation,  given 
by  the  establishment  of  great  financial  companies,  like 
the  Credit  Foncier,  the  Credit  Mobilier,  and  others. 

But  if  the  increase  of  British  foreign  trade  has  been 
quite  eclipsed  by  that  of  our  neighbour  France,  there  is 

*  In  France,  at  the  end  of  1851,  the  length  of  the  railways  opened 
for  traffic  was  2124  miles  ;  in  1865  it  was  8134  miles.  In  England,  in 
1851,  the  length  of  the  railways  opened  for  trafSc  was  about  7000 
miles;  at  the  end  of  1865  it  was  13,100  miles.  Thus  the  extent  of 
railways  constructed  during  this  period  has  heen  the  same  in  both 
countries, -^namely,  6000  miles,  or  at  the  rate  of  430  miles  a-year. 
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yet  much  in  the  relative  commercial  condition  of  the 
two  countries  which  leaves  room  for  self-glorification. 
The  amount  of  our  trade,  on  the  average  of  the  five  years 
ending  with  1865,  was  70  per  cent  greater  than  that  of 
France :  yet  we  have  only  30  millions  of  people,  while 
France  has  39  millions.  At  the  same  time  it  must 
be  observed  that,  owing  to  the  more  rapid  increase  of 
French  trade,  the  difference  in  amount  is  each  year 
diminishing.  For  example,  in  1850  the  exports  and 
imports  of  this  country  amounted  to  186  mOlions  ster- 
ling, while  those  of  France  amounted  only  to  74  mil- 
lions,— much  less  than  one-half  those  of  England.  But 
in  1865  the  exports  and  imports  of  France  amounted 
to  240  millions,  or  nearly  two-thirds  those  of  England, 
which  in  that  year  amounted  to  384  millions. 

As  regards  the  transit-trade  of  the  two  countries, 
that  of  France  averaged  during  the  six  years  1859-64, 
about  33  millions,  and  that  of  England  38  millions. 
But,  unlike  the  "  special  trade "  of  the  two  countries, 
the  transit-trade  of  England  is  increasing  more  rapidly 
than  that  of  France.  In  round  numbers,  the  transit- 
trade  of  the  two  countries  has  been  as  follows,  in  mil- 
lions sterling : — 

TraTisit- Trade. 


Fbanoe. 

England. 

Fkanob. 

England. 

1859      . 

.      28 

25 

1862      . 

.       30 

42 

1860      . 

.      38 

28 

1863      . 

.      37 

50 

1861      . 

.      28 

34 

1864      . 

.       38 

52 

Showing  that,  in  those  six  years,  the  transit -trade 
of  England  has  doubled,  while  that  of  France  has 
increased  little  more  than  one-third. 
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The  transit-trade  depends  to  a  great  extent  upon  the 
share  of  the  carrying-trade  of  the  world  which  a  country 
possesses,  which  tends  to  make  that  country  an  em- 
porium, or  temporary  depot,  to  which  merchandise  is 
conveyed  on  its  way  to  other  countries.  Another 
source  of  a  country's  transit-trade — and  one  in  which 
certainly  England  has  not  declined  —  is  the  enter- 
prise and  speculation  of  its  merchants.  A  merchant 
at  Liverpool,  for  example,  sees  that  a  certain  article 
(say  indigo,  sulphur,  or  saltpetre)  is  about  to  become 
scarce;  and  thereupon  he  hastens  to  forestall  the  market 
by  ordering  a  large  supply,  which,  when  received,  he 
ships  to  whichever  country  offers  the  best  market — i.e., 
the  highest  price  for  it.  The  third  adjuvant  to  a  transit- 
trade  is  when  a  country  presents  ample  facilities  for 
trade,  in  the  shape  of  monetary  and  banking  accommo- 
dation :  so  that  the  importing  merchant  may  be  able,  if 
necessary,  to  negotiate  his  biUs-of-lading  or  dock- war- 
rants. During  last  summer,  several  vessels  with  cargoes 
of  goods  which  had  come  as  usual  to  our  ports,  had  to 
weigh  anchor  again  and  sail  to  France :  the  merchants 
finding  it  impossible  to  obtain  their  usual  banking 
accommodation  in  England  even  at  10  percent.,  whereas 
they  could  get  it  readily  in  France  at  4  per  cent,  l^ever- 
theless,  despite  the  greater  frequency  of  monetary  crises 
in  this  country,  a  superiority  in  the  other  auxiliaries 
of  a  transit-trade  secures  for  England  a  more  rapid  ia- 
crease  than  falls  to  the  share  of  France. 

Having  thus  shown  the  amount  and  increase  of  the 
foreign  trade  carried  on  respectively  by  France  and 
England,  alike  absolutely,  and  also   relatively  to   the 
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popvilation  of  the  two  countries,  we  shall  complete  our 
investigation  by  pointing  out  some  other  features,  not 
less  important,  presented  by  the  commercial  statistics 
of  the  two  countries. 

Foremost  among  these  is  the  very  different  relation 
in  the  trade  of  the  two  countries,  which  the  amount  of 
the  imports  bears  to  that  of  the  exports.  As  appears 
from  the  statistics  already  given,  the  case,  during  the 
fifteen  years  ending  in  1865,  has  stood  thus,  —  the 
average  annual  amount  for  each  quinquennial  period 
being  stated  in  millions  sterling: — 


France. 

Excess  of  Exports. 
1851-55    .     8\  mils,  or  15  per  ct. 
1856-60     .     94    „     or  11.7  ,, 
1861-65    .     44    ,,     or    4.3  „ 


England. 

Excess  of  Imports. 
404  millions  or  46    per  cent. 
34         „        01-27.4       „ 
56i        „        or  39 


On  the  whole  fifteen  years,  the  trade  of  France  shows 
an  excess  of  exports  over  imports  to  the  amount  of 
115  millions  sterling ;  while  the  trade  of  Great  Britain 
during  the  same  period  shows  an  aggregate  excess  of 
imports  over  exports  to  the  amount  of  655  millions. 
Also,  in  the  first  of  those  three  quinquennial  periods, 
the  excess  of  the  exports  was  15  per  cent  over  the 
amount  of  imports,  in  the  case  of  France ;  while  in  the 
last  of  those  periods  it  was  only  4  per  cent.  In  the 
case  of  England,  the  excess  of  imports  in  the  first  period 
was  46  per  cent  over  the  amount  of  exports ;  and  in  the 
last  period  it  was  considerably  less — namely,  39  per 
cent :  a  figure  which  also  represents  the  average  annual 
excess  of  our  imports  during  the  fifteen  years.  It  also 
appears  that  in  France  the  imports  are  steadily  increas- 
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ing  in  proportion  to  the  exports ;  so  that,  if  this  state 
of  matters  continues,  in  a  few  years  hence,  France  "will 
import  more  largely  than  she  will  export. 

The  contrast  which  the  commercial  statistics  of 
France  and  England  exhibit  in  regard  to  the  balance 
of  trade  of  the  two  countries  calls  for  special  notice. 
In  order  to  investigate  it,  let  us  take  1863  as  an 
average  year,  and  analyse  the  imports  and  exports  of 
the  two  countries.  A  single  glance  suffices  to  show 
that  a  large  portion  of  the  excess  of  the  imports  into 
the  United  Kingdom  over  our  exports  is  in  the  form  of 
Food — of  articles  consumed  by  our  population  either 
as  necessaries  or  luxuries ;  whereas  the  trade  of  France 
exhibits  no  corresponding  feature.  In  1863  the  trade 
of  France  ia  articles  of  Food  (using  the  word  in  its 
widest  sense)  was  as  follows : — 

Food-Trade  of  France. 


Impokts 

Exports. 

Corn,  Flour,  &o. 

£2,320,000 

Grain  and  Flour, 

£4,584,000 

Live  Stock, 

3,050,000 

Live  Stock, 

1,353,000 

Bacon,  Butter,  Cheese 

,     1,328,000 

Bacon,  Butter,  Cheese 

9 

Rice, 

491,000 

Eggs,     . 

4,388,000 

Fish, 

1,236,000 

Fish, 

909,000 

Fruit, 

670,000 

Fruit, 

766,000 

Sugar  and  Molasses, 

6,000,000 

Sugar, 

4,471,000 

Coffee  and  Cocoa, 

3,520,000 

"Wines, 

11,224,000 

Tea, 

60,000 

Spirits,  &c., 

2,356,000 

Wine, 

226,000 

Spirits,     . 

247,000 

£30,051,000 

Beer, 

67,000 

19,983,000 

Tobacco,  . 

768,000 

Excess  of  Food-  ( 

£19,983,000 

Exp.  over  Imp.  ) 

£10,068,000 

In  the  same  year,  1863,  the  trade  of  England  in 
articles  of  Food  showed  no  appreciable  amount  of 
exports,  wMle  the  imports  were  as  foUows:— 
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Imports  of  Food — England. 


Corn  and  Flour, 

£26,000,000 

Tea,       . 

£10,666,000 

Bacon,   Butter, 

and 

Coffee,  . 

4,155,000 

Cheese, 

8,800,000 

Wine,    , 

4,500,000 

Live  Stock,    . 

2,600,000 

Spirits,  . 

1,700,000 

Rice,      . 

1,866,000 

Tobacco, 

3,000,000 

Fruit,    . 

1,562,000 

Sugar,    . 

.       12,368,000 

Total, 

.    £77,217,000 

From  these  statistics  it  appears  that  while  France 
exports  about  10  millions  more  of  food-articles  than 
she  imports,  England  imports  77  millions,  and  exports 
none.  The  cause  of  this  striking  difference  is  twofold. 
In  the  first  place,  the  area  of  cultivable  land  in  England 
compared  with  her  population  is  very  much  less  than 
in  the  case  of  France.  In  the  second  place,  our  manufac- 
turing industry — our  power  of  importing  raw  material 
and  exporting  it  in  a  manufactured  form  with  a  profit 
to  ourselves — is  very  much  greater  than  in  the  case  of 
France.  It  is  this  manufacturing  -  trade  for  export 
which  in  recent  times  has  been  the  main  source  of  the 
growth  of  this  country,  alike  in  wealth  and  in  population. 
But  for  it,  we  should  not  be  able  to  maintain  so  large  a 
population  as  we  do, — certainly  we  could  not  maintain 
it  in  anything  like  its  present  condition  of  weUbeing. 
Doubtless  there  are  large  tracts  of  unreclaimed  land  in 
the  British  Isles  which  are  susceptible  of  cultivation  ; 
and  as  the  economy  of  agricultural  labour  increases,  by 
means  of  the  steam-plough  and  improved  machinery,  a 
portion  of  this  area  wiU  be  brought  under  cultivation. 
But,  as  our  population  is  steadily  increasing — and  long 
may '  it  do  so  ! — ^the  addition  to  our  supplies  of  food 
from  this  source  will  hardly  keep  pace  with  the  increased 
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demand:  so  that  the  proportion  of  our  food-supplies 
■which  we  import  will  certainly  continue  to  increase. 
In  truth,  the  best  soils  being  already  occupied,  we 
find  it  more  profitable  to  import  cereal  food  from 
other  countries  than  to  raise  a  large  additional  supply 
of  it  at  home  by  reclaiming  the  inferior  soils.  And 
the  profit  upon  our  manufacturing  industry  is  so  great 
that  we  actually  can  import  food  for  the  population  so 
employed,  and  yet,  by  exporting  the  produce  of  their 
labour,  place  the  world  at  large  more  in  our  debt  than 
we  are  to  the  countries  from  which  we  import  our  food- 
supplies. 

It  is  natural  to  expect  that  this  great  diversity 
in  the  foreign  trade  of  France  and  England  should  be 
accompanied  by  a  corresponding  difference  in  the  cur- 
rent of  the  precious  metals  to  and  from  those  countries. 
To  some  extent  this  expectation  is  justified  by  the  facts : 
but,  as  wiR  immediately  appear,  the  correspondence  is 
very  small, — ^proving  that  there  is  some  other,  and  most 
powerful,  influence  at  work,  to  which  the  statistics  of 
Trade  alone  furnish  no  clue.  First,  as  regards  France. 
The  following  are  the  exports  and  imports  of  merchan- 
dise, and  also  of  specie,  for  the  last  nine  years, — a  period 
which  unfortunately  we  cannot  go  beyond,  for  purposes 
of  comparison,  owing  to  the  circumstance  that  it  is 
only  since  1857  that  the  exports  of  specie  from  England 
have  been  registered  at  the  Custom-House : — 
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Trade  of  France. 

Mebohandise. 

Gold  and  Silvee. 

Imports. 

,  Exports. 

Imports.                Exports. 

1858 

.      62J 

75J 

28f                      9^ 

1859 

.     654 

90| 

374                    22i 

1860 

.     75 

91 

21                       18 

1861 

.  m 

77 

164                     20 

1862 

.     88 

90 

214                     18 

1863 

.     87 

105| 

21|-                    234 

1864 

.    101 

117 

29J                    26 

1865 

■   lOlJ 

128 

28i                   17^ 

678 

7744 

204                   155 

xcess 

of  Exp.,  £96,500,000. 

Excess  of  Imp.,  £49,000,000 

Here,  then,  we  see  that  the  balance  of  trade — i.e.,  of  the 
imports  and  exports  of  merchandise — has  during  these, 
eight  years  been  in  favom-  of  France  to  the  amount  of 
96|  millions  sterling ;  while  the  imports  of  specie  have 
exceeded  the  exports  only  to  the  amount  of  49  millions. 
What  has  become  of  the  remaining  47  millions  ? 

Knally,  as  to  England,  the  exports  and  imports  of 
merchandise,  and  also  of  specie,  during  the  same  period 
have  been  as  follows, — the  amounts  being,  as  heretofore, 
given  in  millions  sterling : — 


Trade  of  England. 

Merchandise. 

Gold  and 

Silver 

Imports. 

Exports. 

Imports. 

Exports. 

1858 

.    1414 

1164 

294 

194 

1859 

.    154 

1304 

36§ 

354 

1860 

.    182 

136 

23 

254 

1861 

.    183 

125 

18| 

21 

1862 

.    1834 

124 

314 

294 

1863 

.    1984 

1464 

30 

264 

1864 

.    222| 

1604 

27f 

23 

1865 

.    218 

166 
1105 

214 

2184 

15 

1483i 

1954 

Excess  of  Imp.,  £378,250,000 

Excess  of  Imp. 

£23,00(1 
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In  the  case  of  France,  where  the  exports  of  mer- 
chandise exceed  the  imports,  specie  to  half  the  amount 
of  this  excess  flows  into  the  country  in  trade-payments, 
leaving  the  other  half  to  be  settled  by  other  means.  In 
the  case  of  England,  although  the  imports  of  merchan- 
dise vastly  exceed  the  exports,  no  specie  goes  abroad 
to  pay  for  any  portion  of  this  excess  of  imports, — on 
the  contrary,  more  specie  comes  to  us  than  goes  away. 
This  fact  is  far  more  startling  than  the  analogous 
result  in  the  case  of  France.  Although,  as  regards  the 
export  and  import  of  Merchandise,  there  has  been  an 
enormous  balance  against  this  country,  nevertheless 
our  stock  of  Specie  simultaneously  increases.  How 
this  happens — in  what  way  this  result,  seemingly  so 
incongruous,  is  to  be  explained, — we  shall  show  in  a 
separate  chapter. 


IV. 
THE  BALANCE  OP  TRADE 


Theee  is  a  peculiar  feature  in  the  commercial  condition 
of  the  United  Kingdom  which  distinguishes  it  from 
that  of  any  other  country  ia  the  world.  Our  imports 
of  merchandise  largely  exceed  our  exports.  This  is 
an  exceptional  condition  of  affairs,  although  doubtless 
some  other  countries  ere  long  will  present  the  same 
phenomenon.  At  present,  the  normal  condition  of 
countries  is  to  export  more  largely  than  they  import. 
India,  for  example,  exports  a  far  larger  amount  of  mer- 
chandise than  it  imports ;  it  sends  forth  for  sale  in 
other  countries  a  much  larger  quantity  of  produce  or 
manufactures  than  it  buys  from  those  countries.  China 
is  in  a  similar  position.  In  a  lesser  degree  the  coun- 
tries of  Europe  present  the  same  feature.  Even  our 
neighbour,  France,  whose  commercial  condition  most 
nearly  approximates  to  our  own,  stiLL  contiaues  to  ex- 
port more  largely  than  it  imports.  The  British  Isles, 
on  the  other  hand,  inaport  from  other  countries  a  vastly 
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larger  amount  of  mercliaiidise  than  tliey  export.  The 
following  are  the  statistics  of  the  matter  for  the  last 
sixteen  years,  founded  upon  the  of&cial  returns  of  the 
Board  of  Trade  :— 

Excess  of  Impoets  over  Exports. 


1851*.     .  52  millions 

1856  .     .  33  millions 

1861  .    .    58  millions 

1852*.     .  46       „ 

1857  .     .  42       „ 

1862.    .    59       „ 

1853*.     .  41       „ 

1858  .     .  25       „ 

1863  .    .    52       „ 

1854  .     .  36       „ 

1859  .     .  23       „ 

1864.    .    62       „ 

1855  .     .  27       „ 

1860  .     .   46        „ 

1865  .    .    52       „ 

Average  excess, 

Average  excess, 

Average  excess, 

40  millions. 

34  millions. 

56J  millions. 

Since  the  beginning  of  1851  we  have  bought  and  im- 
ported from  other  countries  fully  650  millions  sterling 
more  merchandise  than  we  have  exported  and  sold  to 
them!  This  appears  a  most  formidable  statement  of 
national  indebtedness.  Again  and  again  during  the 
last  forty  years  public  attention  has  been  called  to 
such  statistics  as  a  proof  that  the  country  was  running 
headlong  into  debt  and  ruin.  But  somehow  or  other, 
inexplicable  to  those  prophets  of  evil,  and  never  fully 
explained  by  any  one,  the  country  continues  to  prosper, 
and  to  prosper  marvellously.  How  is  this  to  be  ac- 
counted for  ? 

In  the  first  place,  we  must  point  out  that  the 
excess  in  value  of  our  imports  over  our  exports,  as 
shown  in  the  official  statistics,  is  in  great  part  illusory. 
The  "declared  value"  of  the  exports  and  the  "real 
value ''  of  the  imports  (as  given  in  the  Board  of  Trade 
Eeturns)  are  not  synonymous  terms  which  can  be  made 
the  basis  of  an  equation.  The  "real  value"  of  the 
*  See  footnote,  p.  48. 
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imports  represents  the  selling-price  of  the  goods ;  but 
the  "  declared  value  "  of  the  exports  does  not.  In  order 
to  get  the  "  real  value  "  or  selling-price  of  the  exported 
goods,  we  must  add  the  costs  of  freightage,  of  commis- 
sion, insurance,  and  other  charges,  as  well  as  the  profits 
of  the  exporting  merchant.  For  example,  a  wholesale 
English  merchant  gives  an  order  to  a  commission- 
merchant  in  London  or  Liverpool  to  procure  for  him 
certain  goods  from  India  and  America.  The  commis- 
sion-merchant transmits  the  order  to  his  agents  in  Cal- 
cutta and  New  York,  who  buy  the  goods  and  ship  them 
for  England.  The  value  of  these  goods  as  shipped  at 
Calcutta  and  New  York  would  be  equivalent  to  the 
"  declared  value  "  of  our  exports,  but  it  would  fall  much 
short  of  the  "real  value"  of  these  goods  when  they 
come  to  figure  as  imports  into  this  country.  The  "  de- 
clared value  "  is  the  value  of  goods  when  shipped  from 
the  country  from  which  they  are  exported;  but  the 
"  real  value  "  is  the  actual  price  at  which  these  foreign 
goods  are  sold  in  our  markets. 

Say  that  a  Calcutta  merchant  consigns  to  a  commis- 
sion-house in  London  400  qrs.  of  linseed,  the  cost  of 
which  at  Calcutta  is  55s.  per  quarter  free  on  board.  Or 
that  a  New  York  merchant  consigns  in  like  manner 
400  qrs.  of  wheat,  of  which  the  current  price  is  64s.  6d. 
free  on  board.  Then,  before  we  can  arrive  at  the  "  real 
value  "  or  selling-price  of  these  articles  in  England,  the 
following  charges  have  to  be  added : — 
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Calcutta  Tkade. 
400  qrs.  linseed,  f.o.b.  at  Calcutta,  at  55s.  per  qr.,  .  £1100    0    0 

Charges : — 
Freight,  at  45s.  per  ton,  say  on  70  tons,  .      £157  10    0 
Insurance,  35s.  per  cent,  .        .        .  19    5    0 

Lighterage,  Landing,  Metage,  &c.,  2  per  cent,    22    0     0 

198  15    0 


£1298  15    0 
Brokerage  on  £1298  15s.,  1  per  cent,        .       £12  19    9 
Commission  on  ditto,  5  per  cent,        .        .         64  18     7 

77  18    4 


£1376  13     4 
Profit  of  Importing  Merchant,  (say)   10  per  cent  on 

£1100, £110    0    0 


"Heal  value,"  or  selling-price  in  England,  .         .     £1486  13    4 

New  Yokk  Trade. 

400  qrs.  wheat,  f.o.b.  at  New  York,  at  64s.  6d.  per  qr.,    £1290    0    0 

Charges : — 

Freight,  at  4s.  6d.  per  qr.,         .         .         .  £90     0  0 

Insurance,  35s.  per  cent,    .         .        .        .  22  11  6 

Lighterage,  Landing,  Metage,  &c.,  2  per  cent,  25  16  0 

Duty,  Is.  per  qr 20     0  0 


£158    7    6 


£1448    7    6 

Factorage,  Is.  per  quarter, 20     0     0 

Commission  on  £1468,  7s.  6d.,  2J  per  cent,        .        .  36  14    0 


£1505    1    6 
Profit   of  Importing  Merchant,  (say)   74  per  cent  on 

£1290, 96  15    0 


"  Real  value,"  or  selling-price  in  England,        .        .        £1601  16    6 

In  the  first  of  these  cases,  the  difference  between  the 
"  declared  value,"  or  price  of  the  goods  when  shipped, 
and  their  "  real  value,"  or  selling-price  ia  the  country 
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into  which  they  are  imported/  is  £386, — equal  to  an 
addition  of  35  per  cent  on  the  declared  value.  In  the 
second  case,  the  difference  is  £311,  or  24J  per  cent.  If 
we  strike  an  average  of  those  different  rates  of  charges 
— viz.,  those  usual  in  the  trade  with  Calcutta  and  with 
New  York — we  shall  have  a  fair  average  of  the  addition 
which  must  be  made  to  the  "declared  value"  of  our 
exports,  in  order  to  get  the  real  value,  or  actual  selling- 
price  of  these  goods  in  the  foreign  markets  to  which 
they  are  sent.  In  other  words,  before  we  can  strike  a 
true  balance  between  our  exports  and  imports  of  mer- 
chandise, we  must  add  30  per  cent  to  the  "declared 
value  "  of  the  exports. 

This  is  the  true  statement  of  the  Balance  of  Trade : 
it  is  the  correct  interpretation  of  the  statistics  of  the 
Board  of  Trade.  Hence  it  appears  that  a  considerable 
portion  of  the  trade-balance,  as  given  in  those  official 
returns,  is  illusory — is  nominal  only,  not  real. 

Adding  30  per  cent  to  the  declared  value  of  our  ex- 
ports, in  order  to  get  their  real  value,  the  correct  state- 
ment of  the  balance  of  trade  during  the  last  six  years 
is  as  follows,  in  millions  sterling : — 


Excess. 

Exports. 

Imports. 

Exports. 

Imports 

1861 

162 

183 

21    > 
224 

1862 

161 

1834 

1863 

190 

198^ 

8i 

1864 

208 

222f 

14f 

1865 

216 

218 

2 

1866 

245 

2381 

6j    ; 

In  this  way  the  balance  of  Trade  against  this  country 
is  reduced  to  comparatively  small  proportions.  In  fact 
the  Trade-balance  against  us  in  1865  appears  to  have 
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been  merely  nominal,  only  2  millions;  and  last  year 
it  appears  to  have  been  fully  6  millions  in  our  favour. 
But  this  does  not  exhaust  the  question.  There  is  a 
Financial  balance  also  which  has  to  be  taken  into 
account, — in  other  words,  the  difference  between  the 
amount  of  wealth  which  we  in  any  year  invest  in 
foreign  countries  and  the  amount  which  we  simul- 
taneously receive  from  abroad  as  interest  upon  such 
investments  previously  made. 

The  investments  of  British  wealth  in  foreign  coun- 
tries during  any  year  have  the  same  effect  upon  the 
financial  balance  between  this  country  and  the  rest  of 
the  world  as  if  an  equal  addition  were  made  to  our 
imports  of  merchandise.  Although  by  such  invest- 
ments we  are  really  placing  other  countries  in  debt  to 
us,  the  first  effect  of  those  transactions  upon  "  the  ex- 
changes "  is  the  same  as  if  we  had  become  in  debt  to 
other  countries.  If,  during  any  year,  20  miUions  of 
British  capital  are  invested  abroad,  these  20  millions 
have  to  be  supplied  to  other  countries  by  our  capital- 
ists who  make  the  investments.  Some  portion  of  this 
amount  doubtless  is  expended  in  this  country :  for  ex- 
ample, in  the  furnishing  of  rails  and  engines  for  the 
foreign  railways,  or  ships  and  munitions  of  war  for  the 
foreign  Governments  to  whom  the  loans  are  made,  or 
in  payment  of  interest  on  the  previously  contracted 
debt  of  those  Governments  to  English  bond-holders, 
and  suchlike  payments.  But  the  remainder  and  chief 
portion  is  actually  expended  abroad,  and  tends  to  form 
a  financial  balance  against  this  country.  But  while 
the  investments  of  British  wealth  abroad  in  any  year 
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proportionately  swell  the  balance  against  ns  for  that 
year,  it  is  equally  true  that  the  returns  upon  British 
wealth  previously  invested  abroad  must  be  put  on  the 
other  side  of  the  account.  While  the  former  payments, 
which  have  to  be  sent  abroad,  must  be  placed  to  the 
debtor  side  of  the  national  ledger ;  the  latter,  which 
have  to  be  sent  hither,  must  be  placed  to  the  national 
credit, — and  they  are  available  to  liquidate  the  yearly 
liabilities,  alike  financial  and  commercial,  which  we 
incur  to  other  countries. 

The  facts  of  the  case,  then,  are  as  follows : — Firstly 
(after  striking  the  real  balance  between  our  Exports 
and  Imports  of  merchandise),  there  is  usually  an 
annual  Commercial  balance  against  this  country :  and 
this  adverse  balance,  on  the  average  of  the  last  six 
years,  amounted  to  10  millions  sterling.  Secondly,  there 
is  the  annual  amount  of  investments  of  British  wealth 
abroad :  which  amount  constitutes,  for  each  particular 
year  (for  the  year  during  which  those  investments  are 
made),  z.  prima  facie  adverse  Financial  balance,  in  addi- 
tion to  the  usually  adverse  Commercial  balance.  At 
present  there  are  no  means  of  determining  the  actual 
amount  of  this  Financial  balance ;  but  we  can  show  con- 
clusively that  both  it  and  the  usual  Commercial  balance 
against  this  country  are  more  than  settled.  The  settle- 
ment of  an  adverse  balance  can  be  effected  only  in  two 
ways :  namely,  either  by  an  export  of  specie,  or  else  by 
the  yearly  payments  of  interest  due  upon  British  wealth 
previously  invested  abroad.  If  the  balance  is  not  settled 
by  one  of  those  means,  we  may  safely  infer  that  it  is 
settled  by  the  other. 

E 
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An  export  of  specie  is  not  necessarily  a  proof  of 
national  indebtedness,  —  it  may  arise  simply  from  a 
temporary  monetary  disturbance,  or  from  a  change  in 
the  currents  of  trade ;  but  it  is  a  necessary  and  inevitable 
result  when  a  country  actually  becomes  in  debt  to  its 
neighbours — when  the  International  Balance  (i.  e.,  the 
balance  alike  of  the  commercial  and  of  the  financial 
transactions  of  a  country)  is  really  against  it.  If  a 
country  is  really  in  debt,  it  must  ultimately  pay  the 
balance  of  its  indebtedness  by  exports  of  specie ;  and 
this  liquidation  cannot  be  long  delayed.  On  the  other 
hand,  if  we  find  specie  steadily  flowing  into  a  country 
over  a  series  of  years,  this  is  a  substantial  proof  that 
that  country  is  not  in  a  state  of  indebtedness  to  the 
rest  of  the  world.  Now,  in  the  case  of  England,  the 
movements  of  the  precious  metals  show  plainly  that 
as  a  nation  we  are  not  in  debt.  On  the  contrary, 
much  more  specie  has  been  flowing  into  the  United 
Kingdom  than  has  flowed  out  of  it.  For  example, 
during  the  last  six  years,  the  imports  of  Gold  have 
each  year  exceeded  the  exports  by  the  following 
amounts : — 

Gold — Excess  of  Imports  over  Exports. 


1861,  .         .        £925,600 

1862,  .    .   3,892,000 

1863,  .       3,832,000 


1864,  .    .   £3,618,000 

1865,  .    .   6,820,000 

1866,  .  10,767,000 


If  we  take  gold  and  silver  together,  the  result  is 
nearly  the  same.  The  Board  of  Trade  returns  show  an 
excess  of  imports  of  the  precious  metals  over  the  exports 
in  every  year  save  the  first  of  the  series  : — 
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Oold  mid  Silver — Balance  of  Imports  and  Exports. 


1861,  . 

.  £2,065,000 

1864,  . 

.  £4,476,000 

1862,  . 

2,330,000 

1865,  . 

9,281,000 

1863,  . 

.   3,427,000 

1866,  . 

.   12,616,000 

Hence  it  appears  that  so  far  from  there  being  a  steady 
drain  of  specie  from  this  country  (as  there  would  be  if 
the  International  Balance  were  against  us),  no  less  than 
30  millions  have  been  added  to  our  stock  of  the  pre- 
cious metals  since  1860,  although  simultaneously  (as 
shown  on  p.  63)  there  has  been  a  real  Commercial 
balance  against  us  of  63  millions  sterling.  Nay  more, 
the  yearly  addition  to  our  specie  has  of  late  years  been 
largely  increasing, — having  risen  from  2^  millions  in 
1862  to  upwards  of  12|  millions  last  year.  These 
figures  totally  upset  the  idea  that  there  is  any  Inter- 
national Balance  against  this  country.  They  demon- 
strate exactly  the  reverse.  Moreover,  they  show  that, 
during  the  last  four  years,  the  International  Balance 
has  become  more  and  more  in  our  favour,  —  having 
risen  to  fully  9  millions  in  1865,  and  to  fully  12|  mil- 
lions in  1866. 

The  real  cause  of  the  ever-increasing  excess  of  our 
imports  over  our  exports  is  the  increase  of  our  national 
wealth,  which  permits  an  augmented  expenditure  in  the 
comforts  and  luxuries  of  life ;  whUe,  at  the  same  time, 
the  adverse  commercial  balance  thus  occasioned  is  more 
than  met  by  the  revenue  ever  coming  into  this  country 
from  investments  of  British  wealth  abroad, — from  the 
profit  upon  that  portion  of  the  yearly  additions  to  our: 
wealth  which  regularly  overflows,  seeking  and  finding 
a  profitable  investment  in  other  countries.     This  sum  • 
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— this  Financial  balance  or  annual  return  upon  British 
wealth  iavested  abroad — it  is  which,  being  annually  due 
to  this  country,  more  than  redresses  the  Commercial 
balance,  which  is  almost  always  against  us. 

It  would  be  most  desirable  to  know  what  the  amount 
of  this  Financial  balance  is,  which  thus  redresses  the 
usually  adverse  Commercial  balance  of  this  country. 
Unfortunately,  as  there  are  at  present  no  statistics  avail- 
able for  computing  the  total  amount  of  British  wealth 
invested  in  foreign  countries,  the  profit  or  yearly  return 
upon  those  investments  must  be  a  matter  of  conjecture. 
Neveitheless  the  facts  above  stated  suggest  the  follow- 
ing inference :  Since  during  the  last  six  years  there  has 
been  on  the  average  an  adverse  Commercial  balance  of 
fully  10  millions  a-year,  while  at  the  same  time  the 
balance  of  specie  movements  has  been  in  our  favour  to  an 
amount  averaging  5  millions  a-year,  it  seems  that  there 
must  be  an  annual  Financial  balance  in  our  favour  to 
the  extent  of  fully  15  millions, — that  is  to  say,  the  in- 
terest due  to  our  capitalists  from  abroad  must  exceed 
by  15  millions  the  annual  amount  of  the  new  invest- 
ments of  British  capital  in  foreign  countries.  This 
much,  in  truth,  may  be  stated  as  a  fact,  rather  than  as  a 
conjecture.  But  what  is  the  annual  amount  of  the  Tiew 
investments  of  British  wealth  abroad  ?■ — which  amount 
must  be  added  to  these  15  millions  before  we  can  arrive 
at  the  total  yearly  profit  on  our  foreign  investments. 
Here  we  are  at  a  loss.  But  the  case  of  France  may  help 
us  in  making  an  estimate  for  our  own  country. 

M.  Emile  Pereire,  a  reliable  authority,  stated  in  his 
evidence  before  the  French  Government  Inquiry  into 
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Banking,  that  the  amount  of  French  capital  invested  in 
other  countries  (in  foreign  loans,  railways,  &c.)  between 
the  years  1852  and  1864  was  364  millions  sterling:  of 
which  amount  170  millions  were  invested  in  loans,  and 
190  millions  in  joint-stock  companies.  This  gives  an 
average  for  those  12  years  of  30  millions  annually  invest- 
ed abroad ;  and  since  30  mUlions  was  the  average  for  the 
whole  period,  the  actual  amount  for  the  last  year  of  the 
period  (1864)  would  naturally  be  somewhat  greater. 
The  French  capital  invested  during  the  same  period 
in  joint-stock  companies  at  home  amounted  only  to 
200  millions  sterling, — little  more  than  one-haK  of 
the  amount  contemporaneously  invested  abroad.  Since 
France  has  invested  360  millions  sterling  in  foreign 
loans  and  enterprises  in  twelve  years,  is  it  an  excessive 
estimate  that  the  total  amount  of  British  wealth  in- 
vested in  foreign  countries  is  at  present  nearly  thrice 
as  large,  say  1000  millions  sterling?  This,  at  5  per 
cent,  would  yield  50  millions  a-year :  a  sum  which, 
after  deducting  35  mOlions  as  probably  neutralised  by 
an  eq^ual  amount  of  new  investments,  would  leave  the 
15  millions  of  Financial  balance  which,  as  has  been 
shown,  not  only  neutralises  the  adverse  Commercial 
balance,  but  serves  to  bring  into  the  country  specie  to 
the  amount  of  5  millions  a-year.  According  to  this 
estimate,  the  annual  amount  of  new  investments  of 
British  wealth  abroad  is  reckoned  as  little  greater  than 
the  average  foreign  investments  of  France  during  the 
twelve  years  ending  in  1864,  which  was  30  millions. 


V. 
WHAT    IS    CAPITAL? 


The  term  "Capital" — either  alone,  or  variously  quali- 
fied as  "fixed,"  "floating,"  and  "loanable" — has  come 
greatly  into  use  in  discussions  upon  monetary  and 
financial  questions,  without  any  clear  definition  having 
as  yet  been  attached  to  it.  The  public  has  become 
familiar  with  the  term  from  its  frequent  occurrence  in 
pamphlets  and  in  newspapers ;  but  it  is  the  word 
only  which  has  thus  become  familiar, — for  its  actual 
or  legitimate  meaning  we  have  still  to  seek.  There  has 
not  even  been  a  discussion  as  to  what  the  word  really 
signifies.  Each  man  uses  the  word  in  his  own  way, 
careless  of  the  meaning  attached  to  it  by  others.  The 
general  public,  in  truth,  care  so  little  to  inquire  into  the 
facts  and  principles  of  monetary  science,  or  indeed  of  any 
science,  that  they  are  only  too  thankful  to  be  furnished 
with  a  verbal  formula  which  purports  to  explain  matters 
which  are  beyond  their  full  comprehension.  Just  as  a 
metaphysician  thinks  he  has  done  a  great  feat  when  he 
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transmutes  a  common  phrase  into  one  of  much,  greater 
length  and  less  general  intelligibility ;  or  as  a  man  of 
science  thinks  he  explains  a  "  network "  by  describing 
it  as  a  "  series  of  reticulations ; "  so  does  many  a 
writer  consider  that  he  throws  a  flood  of  light  upon 
some  monetary  or  commercial  crisis  by  affirming  that 
it  has  been  occasioned  by  "  a  want  of  capital,"  by  a 
"too  great  conversion  of  floating  into  fixed  capital," 
or  suchlike  phrases,  —  without  condescending  to 
inform  the  public,  or  to  clear  up  his  own  ideas,  by 
explaining  what  he  means  by  those  phrases.  Such 
terms  would  be  exceedingly  useful  as  shorthand  ex- 
pressions, like  the  signs  of  algebra,  if  their  meaning 
were  definitely  fixed :  but  at  present  they  are,  for  the 
solid  purposes  of  reasoning,  little  better  than  the  x 
in  algebra — a  definite  sign  representing  an  unknown 
quantity. 

What,  then,  is  "fixed,"  and  what  is  "floating"  capital? 
Unfortunately  we  cannot  come  to  the  point  so  quickly 
as  this.  The  word  "  capital "  itself  is  a  term  for  which 
no  definite  meaning  has  yet  been  established.  In  fact 
the  chaotic  condition  of  a  portion  of  the  terminology 
alike  of  monetary  and  of  politico-economic  science 
is  one  of  the  greatest  obstacles  to  sound  discussion. 
Hardly  any  writer  has  thought  it  worth  his  while  to 
give  a  deliberate  definition  of  the  word  "  capital ; "  and 
among  the  many  writers  who  use  the  word,  we  have  not 
met  with  any  two  who  quite  agree  in  the  meaning  which, 
obviously,  if  not  explicitly,  they  attach  to  it.  Indeed, 
nothing  is  more  common  than  to  find  a  writer  using 
the  word  in  several  different  senses,  confusedly, — that 
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is  to  say,  without  /explanation,  and  apparently  withont 
being  conscious  that  he  does  so. 

As  used  in  financial  science.  Capital  is  a  new  word :  it 
is  a  technical  phrase  differing  in  signification  from  the 
original  and  general  use  of  the  word.  The  dictionary 
tells  us  nothing  about  it.  Old  Dr  Johnson  apparently 
had  never  heard  of  it, — at  least  he  takes  no  note  of  it. 
And  if  we  turn  to  his  successors  in  lexicography,  we 
are  left  equally  at  fault.  We  find  "  capital "  explained 
as  the  chief  city  of  a  country  or  of  a  district, — we  find 
it  used  as  an  adjective  signifying  "chief,"  "most  im- 
portant," or  "  excellent : "  but  not  a  word  as  to  its 
meaning  as  now  employed  in  monetary  and  financial 
disquisitions.  The  word  is  explained  in  accordance 
with  its  etymology,  —  as  relating  to  the  "head,"  or 
most  important  part  of  any  body,  whether  individual 
or  corporate,  and  thence  as  applicable  to  the  main 
point  in  all  matters.  Hence,  when  a  financial  mean- 
ing is  given  to  the  word,  it  is  described  solely  as  the 
capital  sum,  or  main-body  of  wealth,  in  contradis- 
tinction to  the  interest  (whether  in  the  form  of  rent, 
dividends,  or  other  annual  payments)  accniing  to  the 
owner  of  the  wealth.  This  of  course,  although  a 
legitimate  and  correct  meaning  of  the  term,  is  not  that 
in  which  "  capital "  is  used  in  monetary  and  politico- 
economic  discussions.  Nevertheless  the  principle  of  the 
definition  is  correct ;  and  if  we  extend  it  to  the  wider 
sense  in  which  the  word  is  used  in  financial  or  economical 
science,  the  natural  meaning  of  "  capital "  would  corre- 
spond very  nearly  with  the  Greek  phrase  ra  xi^a,  or  the 
Latin  res, — i. e.,  "the  thing," — to  wit,  property  in  the 
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form  most  efficient  for  siipplying  the  wants  and  desires 
of  its  owner. 

Leaving  the  dictionaries  and  etymology,  let  us  see 
what  light  is  thrown  on  the  matter  by  the  writings  of 
more  or  less  established  authorities  in  political  econ- 
omy  and  monetary   science.      We   turned  first  to   a 
work  of  the  late  Mr  James  Wilson,  entitled  "  Capital, 
Currency,   and    Banking."     Unfortunately  this    book, 
though    distinguished    by    admirable    clearness    and 
ability,  is  only  a  republication  of  many  short  and  more 
or  less    fragmentary  articles.     After  turning    over  its 
closely   printed    and   typographically  repellant  pages, 
the  only   definition  which  we  could  find  is  (p.   103), 
that  "  all  capital  consists  of  accumulated  labour,  repre- 
sented by  commodities."    This  is  a  broad  definition,  but 
it  is  somewhat  vague  in  its  latter  clause,  seeing  that  it 
leaves  the  word  "  commodities  "  undefined.    Next,  as  we 
glanced  over  our  book-shelves,  we  saw  a  "  Catechism  of 
the  Currency,"  by  the  late  Mr  John  Taylor,  a  gentleman 
whose  writings  are  those  of  a  man  who  gave  himself 
earnestly  and  carefully  to  whatever  work  he  took  in 
hand.     But  in  his  "  Catechism,"  or  book  of  monetary 
and  financial  definitions,  published  in  1836,  no  mention 
is  made  of  "  capital "  at  all.     Finally  we  took  down 
Mr  MlII's  standard  work  on  Political  Economy,  and 
turned  to  a  chapter  on  the  very  theme  we  were  inves- 
tigating.    But  the  hopes   raised  by  the  title  of  the 
chapter  were  far  from  being  realised.     We  were  floored 
at  once  by  finding  that  the  author  considers  that  no 
one  can  say  whether  anything  is  capital  or  not  except 
the  man  who  possesses  it.     To  quote  his  own  words, — 
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"  The  distinction  between  Capital  and  Not-capital  does 
not  lie  in  the  kind  of  commodities,  but  in  the  mind  of 
the  capitalist, — in  his  wiU  to  employ  them  for  one  pur- 
pose rather  than  another."  (Manifestly  there  is  a  slip 
here :  Mr  MiU  ought  to  have  said,  "  in  the  mind  of  the 
owner  of  the  commodities  ; "  for  if  the  commodities  are 
"  ISTot-capital,"  their  owner  cannot  be  a  capitalist.)  And 
he  adds  :  "All  property,  however  ill  adapted  in  itself  for 
the  use  of  labourers,  is  a  part  of  capital,  so  soon  as  it,  or 
the  value  to  be  received  from  it,  is  set  apart  for  produc- 
tive investment."  Mr  MUl's  definition  of  capital,  there- 
fore, is  somewhat  metaphysical.  Whether  a  commodity 
— corn,  cattle,  or  coin,  &c. — be  capital  or  not,  he  says, 
depends  entirely  on  the  mind  or  intention  of  its  owner. 
This  does  not  help  us  much.  Neither  does  his  second- 
ary explanation, — namely,  that  anything  becomes  capi- 
tal as  soon  as  its  owner  intends  to  employ  it  in  pro- 
ductive investment,  howsoever  iU  adapted  for  the  purpose 
such  property  may  be. 

Some  of  Mr  Mill's  explanations  of  Capital  are  much 
more  puzzling  than  these.  For  example,  he  says  that 
the  idea  that  Money  and  Capital  are  in  any  way 
synonymous  is  a  supposition  only  cherished  by  "  per- 
sons whoUy  unused  to  reflect  on  the  subject."  He 
adds:— "Money  is  no  more  synonymous  with  capital 
than  it  is  with  wealth.  Money  cannot  in  itself  perform 
any  part  of  the  office  of  Capital,  since  it  can  afford  no 
assistance  to  production."  These  are  startling  asser- 
tions. That  money  can  afford  no  assistance  to  produc- 
tion is,  we  cannot  help  saying,  an  absurdity.  The 
special  use  of  Money  is  to  facilitate  production:    in 
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truth,  the  origin  and  continued  use  of  money  have  been 
due  to  the  very  fact  that  money  so  greatly  facilitates 
production  that  it  is  advantageous  to  withdraw  an 
amount  of  human  labour  from  direct  production  in 
order  to  provide  currency  in  the  form  of  the  precious 
metals.*  And  if  we  do  not  equally  contest  Mr  Mill's 
statements  that  money  is  not  wealth  and  not  capital, 
and  that  it  cannot  perform  any  part  of  the  ofBce  of 
capital,  it  is  only  because  we  cannot  fully  understand 
his  definition  of  that  word.  Mr  Mill's  point  of  view  is 
occasionally  so  exceptional  that  one  is  at  a  loss  to 
recognise  the  things  which  he  describes :  so  that  even 
the  most  practical  matters  (such  as  the  above)  become 
transmogrified,  and  are  presented  in  a  shape  dissimilar 
from  that  which  they  wear  in  ordinary  life. 

If  we  turn  to  the  large  and  elaborate  work  of  Mr 
M'Leod  upon  the  "Theory  and  Practice  of  Banking," 
we  find  quite  a  different  definition  of  capital, — a  defi- 
nition, also,  alike  more  intelligible  and  of  more  prac- 
tical application.  Instead  of  holding  that  Money  is 
not  capital,  Mr  M'Leod  regards  it  as  the  chief  form  of 
Capital, — while  including,  of  course,  many  other  things 
under  that  category.  He  defines  Capital  to  be  "  any- 
thing which  a  man  can  trade  with ;  or  which  helps  him 
to  economise  labour ;  any  property  or  quality  [even 
"  a  good  character"]  which  he  possesses,  which  enables 
him  to  increase  his  wealth ;  any  instrument  however 
humble,  or  any  contrivance  however  simple,  which 
abridges  labour  and  increases  production.''  f 

*  See  infra,  Chapter  VII. 

+  Theory  and  Practice  of  Banking  (edit.  1855),  p.  62. 
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Money  is  not  Capital,  says  Mill :  or  at  least — and  we 
believe  this  is  the  truer  statement  of  his  views — Money 
is  not  necessarily  Capital.  Money  is  Capital,  says 
M'Leod.  Why  this  difference  of  opinion?  It  seems 
to  us  that  this  difference,  like  many  others  in  monetary 
science,  arises  simply  from  the  different  point  of  view 
taken  by  the  various  thinkers.  Were  they  to  judge  the 
matter  from  the  same  point  of  view,  the  difference 
would  almost  wholly  disappear :  and  so  far  as  any 
divergence  of  opinion  might  remain,  owing  to  the  sub- 
stantial difference  as  to  the  facts  of  the  case  which 
seems  to  us  to  exist  between  these  two  authors,  Mr 
M'Leod  would  be  nearer  the  truth  than  Mr  MiU.  The 
latter  seems  to  believe  that  all  money  is  in  constant  use 
for  carrying  on  trade;  and  that,  being  already  in  use 
for  this  purpose,  it  is  not  available  for  carrying  on  more 
trade.  Therefore,  says  Mr  MiU,  Money  is  not  Capital : 
being  already  employed  in  reproduction,  its  power  for 
reproduction  (or  as  Capital)  is  exhausted.  This  would 
be  true,  if  the  facts  were  in  perfect  accordance  with  the 
statement.  But  Mr  Mill  overlooks  the  fact  that  Money 
is  used  in  the  storing  of  Wealth  {i.  e.,  as  reserve- wealth, 
or  capital)  as  well  as  in  actual  use  as  currency,  in 
facilitating  exchanges  of  property.  Apart  from  the  fact 
that  in  many  countries  where  the  banking-system  is  not 
fully  developed,  a  very  considerable  portion  of  Money 
is  hoarded  (which  is  the  case  even  in  France),  let  us 
take  the  case  of  our  own  country,  where  (speaking 
roundly)  no  such  hoarding  is  practised. 

What  becomes  of  the  money  which  (to  use  the  common 
phrase)  is  in  "  active  circulation  "  in  this  country  ?     In 
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what  condition  does  it  exist  ?  All  writers  speak  of  the 
coins  and  notes  so  employed  as  if  they  were  in  vacuo — 
in  a  limbo  where  they  belong  to  no  one  in  particular, — 
as  if,  like  Mahomet's  coffin,  which  is  believed  to  remain 
suspended  between  heaven  and  earth,  they  existed  in  a 
middle  state  between  the  payer  and  receiver,  and  be- 
longing to  neither.  This,  of  course,  like  many  other 
prevalent  notions  in  monetary  science,  is  a  mistake :  it 
is  sheer  nonsense.  The  money  said  to  be  in  "  active 
circulation  "  means  simply  the  amount  of  money  which 
is  not  in  bank.  But  it  is  all  in  the  possession  of  indi- 
viduals, who  can  employ  it  each  in  his  own  way.  Everj^ 
man  keeps  on  hand  so  many  coins  or  notes  for  his  cur- 
rent wants.  He  keeps  at  home  so  much  money  for 
small  household  wants,  and  carries  so  much  also  in  his 
purse  for  cabs,  dinners,  or  casual  purchases  or  payments. 
Even  the  working-man  leaves  so  many  shillings  at 
home,  and  carries  a  smaller  trifle  in  his  pocket  for  his 
own  daUy  wants.  It  is  in  this  fashion  that  Money  is, 
to  use  the  common  phrase,  "  absorbed  in  the  circula- 
tion,"— and  in  no  other  way.  Hence,  in  regard  to  the 
many  millions  of  coin  and  notes  "  absorbed  in  circula- 
tion," it  is  a  mistake  to  suppose  that  they  cannot  figure 
as  capital.  They  are  the  reserve-wealth  of  individuals 
for  the  day  or  the  week,  or  the  fortnight.  Moreover, 
they  are  employed  in  reproduction, — if  that  be  "  repro- 
ductive "  expenditure  which  enables  a  man  to  do  more 
work,  or  to  carry  on  as  much  work  as  before.  So  that 
this  Money  is  certainly  Individual  Capital,  even  if  it  be 
not  National  Capital  also.  It  is  true  this  Money  is  not 
in  bank — it  is  not  in  the  great  loan-market,  to  which 
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men  usually  go  for  monetary  accommodation.  But  tliat 
is  all.  It  also  in  a  small  way  may  be  loaned,  or  em-, 
ployed  in  extending  productive  industry.  And  hence, 
all  Money,  whether  "absorbed  in  circulation"  or  de- 
posited in  bank,  is  reserve-wealth  belonging  to  indi- 
viduals. Nevertheless,  it  is  true  that  all  wealth  is  less 
potent,  is  less  economised  for  productive  investment, 
when  it  is  diffused  among  millions  than  when  it  is  con- 
centrated in  the  keeping  of  banks. 

In  all  discussions  on  this  subject,  one  important 
point  must  be  noted  at  the  outset :  namely,  the  distinc- 
tion between  national  capital  and  the  capital  of  an 
individual.  What  is  indubitably  capital  as  regards  an 
individual  may  not  be  an  addition  to  the  national 
capital, — as  we  shall  show  in  the  sequel.  Mr  Mill, 
in  his  chapter  on  Capital,  does  not  clearly  draw  this 
distinction,  but  he  certainly  sees  it :  Mr  Wilson  and  Mr 
M'Leod,  on  the  other  hand,  do  not  take  notice  of  it. 
Mr  Mill  evidently  means  his  definitions  of  capital  to 
apply  chiefly  to  national  capital :  but  he  also  speaks  of 
the  capital  of  individuals.  What  he  says  in  regard  to 
the'  capital  of  individuals  (as  distinct  from  national 
capital)  may  be  summed  up  in  two  statements.  (1) 
That  a  right  to  an  annuity  or  yearly  payment,  whether 
obtained  by  the  possession  of  Government  securities 
or  otherwise,  is  capital.  (2)  That  if  A  lends  £1000  to 
B,  the  sum  in  the  hands  of  B  "  is  as  much  capital  as  if 
it  belonged  to  B ; "  while,  at  the  same  time,  "  A  is  as 
rich  as  before, — he  has  no  longer  his  thousand  pounds, 
but  he  has  a  lien  on  the  land  or  other  property  of  B, 
which  he  can  sell  for  that  amount."     These  statements 
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we  hold  to  be  correct :  and  we  regret  that  it  was  apart 
from  Mr  Mill's  general  purpose  to  treat  more  fully  this 
phase  of  the  subject, — namely,  of  capital  as  belonging 
to  individuals. 

It  is  obvious  that  Money  in  the  form  of  specie  is 
Capital  according  to  the  definitions  of  Wilson  and 
M'Leod:  for  the  precious  metals  are  an  embodiment 
of  "  accumulated  labour  in  the  form  of  commodities," 
which  is  Wilson's  definition  of  Capital.  Notes  also,  as 
well  as  coin,  are  "  a  thing  which  a  man  may  trade  with," 
which  is  one  of  the  definitions  given  by  M'Leod,  and  at 
the  same  time  they  are  comprised  under  all  the  other 
definitions  of  Capital  given  by  that  author.  Mr  Mill,  as 
we  have  shown  above,  speaks  dubiously,  and  not  very 
intelligibly,  upon  both  of  these  points:  but  as  he  includes 
a  bond  over  property  as  Capital  quoad  individuals — as 
representing  Value  convertible  into  Money — it  foUows, 
a  fortiori,  that  specie  and  bank-notes  are,  or  may  be, 
according  to  his  views.  Capital  of  the  same  kind, — i.  «., 
capital  quoad  individuals. 

Bank-notes,  commercial  biQs,  and  bonds  over  pro- 
perty, may  not  constitute  National  Capital,  but  unques- 
tionably they  are  forms  of  Individual  Capital :  they 
are  real  wealth  as  regards  the  holders  of  them.  As 
regards  bank-notes  there  can  be  little  dispate.  That 
the  thousand  pounds  in  bank-notes  which  a  man  may 
have  in  his  pocket  are  capital,  quite  as  much  as  if  they 
were  a  thousand  sovereigns,  need  not,  we  think,  be  dis- 
cussed. Notes  which  are  convertible  into  coin  are  iden- 
tical in  value  with  coin.  But  what  of  commercial  bills, 
and  bonds  over  property  of  any  kind?    When  a  mer- 
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chant  sells  to  aiiother  merchant  goods  to  the  value  of 
£1000,  and  gets  a  bill  for  the  amount  payable  one 
month  after  date,  is  this  bill  "  Capital,"  or  is  it  not  ? 
Clearly,  if  the  merchant  had  not  made  this  sale  he 
would  have  possessed  the  goods,  —  and  these  goods 
unquestionably  are  capital.  Having  sold  the  goods,  he 
becomes  possessed  of  a  perfect  equivalent  (otherwise  he 
would  not  make  the  exchange) — namely,  the  price  of 
the  goods  in  a  form  convertible  into  money  of  the 
realm  at  the  expiry  of  thirty  days.  It  is  the  same  as  if 
he  became  possessed  of  a  railway-debenture,  or  of  an 
Exchequer  bill,  payable  in  one  month's  time.  ISTay, 
more,  this  bill  is  as  much  "  capital "  as  a  bank's  deposit- 
receipt  is  to  a  person  who  has  deposited  £1000  in  a 
bank  at  interest,  subject  to  a  month's  notice  before 
withdrawal.  N"o  one  disputes  that  an  Exchequer  bill, 
or  a  railway-debenture,  or  a  bank's  deposit-receipt,  is 
Capital  quoad  its  possessor.  A  commercial  bill  is  a 
document  of  the  same  kind :  it  is  a  bond  convertible 
into  Money  at  a  certain  date. 

Bills  and  bonds  of  all  kinds  are  clearly,  though 
not  expressly,  included  in  Mr  M'Leod's  definition  of 
Capital,  quoted  above  ;  and  Mr  Mill  expressly,  and 
repeatedly,  recognises  bonds  as  real  capital  quoad 
their  possessors.  In  truth  the  whole  cause  of  the  con- 
fusion to  be  found  in  many  treatises  on  this  subject, 
arises  from  the  fact  that  the  writers  have  not  observed 
the  substantial  difference  (which  we  have  already 
alluded  to)  between  Individual  and  National  capital. 
The  bills  which  some  individuals  hold  upon  others  of  the 
same  community  do  not,  of  course,  constitute  an  addition 
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to  the  realised  wealth  of  that  country:  they  are  of  no  use 
whatever  in  settling  an  international  balance :  but  they 
are  thoroughly  efficient  in  settling  accounts  between 
members  of  the  same  community.  A  man  who  lends 
his  money  or  goods  to  another  does  not  thereby  lose 
the  value  of  them.  He  will  not  part  with  them  with- 
out a  perfectly  adequate  equivalent, — something  that  is 
equal  in  value  to  that  which  he  has  parted  with.  Hence 
the  bill  or  bond  which  he  gets  in  exchange  possesses 
equal  value  to  the  property  which  he  gives  away.  And 
since  it  is  equal  in  Value,  there  is,  for  all  practical  pur- 
poses, no  more  to  be  said.  If  the  bUl  be  equal  in  value 
{i.e.,  exchangeable  for  the  same  amount  of  money)  to 
the  property  parted  with — and  it  obviously  must  be  so, 
as  no  man  will  take  less, — the  bUl  is  manifestly  as  truly 
capital  as  regards  its  possessor  as  the  goods  which  he 
gave  away. 

Such,  then,  are  the  existing,  and  more  or  less  con- 
flicting, definitions  of  Capital  by  Writers  of  acknow- 
ledged reputation, — by  able  men  who  have  specially 
studied  the  subject :  as  to  the  manner  in  which  the 
term  is  used  by  ordinary  writers  we  need  not  speak, 
for  it  is  a  mere  chaos.  By  Mr  Wilson,  the  most  prac- 
tical and  in  many  respects  the  ablest  authority  on  the 
subject.  Capital  is  used  to  signify  accumulated  labour, 
or  realised  wealth,  in  the  shape  of  commodities  of  all 
kinds — whether  reserve-wealth  or  not,  and  irrespective 
of  the  use  to  which  it  is  put.  Mr  M'Leod  gives  the 
word  a  still  wider  meaning ;  defining  it  as  "  anything 
which  enables  a  man  to  increase  his  wealth," — even 
though  it  only  be  a  good  character ;  "  or  any  contriv- 
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ance  which  economises  lahour,"  and  therehy  pro  tanto 
"increases  production."  Lastly,  Mr  Mill  holds  that 
property  of  any  kind  is  capital  if  it  is,  or  is  meant  to  be, 
applied  to  productive  industry — whatever  that  may  be. 

We  need  not  argue  this  point  further.  It  involves 
simply  a  question  of  terminology,  of  no  real  importance 
in  practical  discussions,  seeing  that  the  whole  subject 
might,  in  fact,  be  discussed  without  using  the  word 
Capital  at  all.*  At  the  same  time — since  the  use  of 
this  vague  word  cannot  now  be  ignored — we  hold  with 
Mr  Mill,  and  upon  our  own  grounds  above  specified, 
that  bills  and  bonds  are  Capital  as  regards  their 
holders.  And  it  is  only  by  confounding  Individual 
with  National  capital,  or  by  not  seeing  any  differ- 
ence between  them,  that  some  writers  in  their  own 
confused  way  hold  an  opposite  opinion.  Let  us  add, 
also,  that  in  aU  works  upon  Monetary  Science,  it  is 
Individual  Capital  only,  or  almost  only,  that  ever  comes 
under  discussion.  It  is  not  the  Nation  that  applies  to 
a  bank  for  accommodation,  but  an  individual :  and  it  is 
securities  held  by  individuals  only  that  a  bank  has  to 
deal  with. 

As  regards  his  use  of  the  word  "  Capital,"  in  its 
relation  to  National  wealth, — taking  the  solid  substance 
of  his  explanation  apart  from  the  perplexing  state- 
ments in  which  he  envelops  it, — it  seems  to  us  that  Mr 
Mill  has  narrowed  the  meaning  of  the  term,  without 

*  The  frequency  with  wMch  the  word  Capital  is  used  in  monetary 
discussions  is  a  circumstance  to  be  regi'etted,  as  it  has  imported  into 
the  science  a  new  and  vague  word,  which  was  not  needed,  and  the  in- 
terpretation of  which  has  become  apparently  as  important  a  matter  as 
the  elucidation  of  the  actual  facts  and  principles  of  the  science. 
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attaining  any  compensating  clearness  or  precision.  He 
restricts  the  word  "  capital,"  as  regards  a  nation,  to  the 
amount  of  property  which  is  meant  by  its  possessors 
to  be  employed  in  productive  industry;  but  this 
amount  includes  a  portion  which  is  not  actually  so 
employed,  though  meant  to  be  so, — and  also  another 
portion  of  the  country's  reserve-wealth  which  might  be 
so  employed,  but  for  the  apathy  of  its  possessors  (which 
apathy  generally  is  occasioned  simply  by  a  want  of 
trading  facilities).  Thus  Mr  Mill's  definition  of  capital 
is  somewhat  narrower  even  than  that  which  belongs  to 
"  loanable  capital "  (see  infra,  Chap.  X.),  which  is  but 
one  of  the  subdivisions  of  the  category. 

Mr  Mill  might  have  broadened  his  definition  of 
capital,  not  only  without  any  loss  of  precision,  biit 
with  positive  advantage  to  the  clearness  of  terminology. 
By  so  doing,  also,  he  might  have  brought  his  defini- 
tion into  harmony  with  the  common,  and  we  think 
most  legitimate,  meaning  of  the  term.  Instead  of  de- 
fining Capital  as  goods  or  property  which  either  are 
or  are  not  capital  according  to  the  intention  of  their 
possessor  to  employ  them  in  reproduction,*  he  would 
have  done  better  to  define  it  as  reserve -wealth  in 
any  form — (all  reserve-wealth  being  obviously  avail- 
able for  the  employment  of  labour,  even  if  not  actually 

*  "  Eeproduction "  is  itself  a  very  vague  term;  no  two  writers 
agree  as  to  its  practical  application.  A  literary  friend  of  mine  even 
maintains,  and  with  a  good  show  of  reasoning,  that  the  money  spent 
by  Coleridge  and  De  Qnincey  on  opium  was  a  "  reproductive  "  ex- 
penditure, since  it  gave  birth  to  those  masterly  as  well  as  brUliant 
literary  productions  which  made  an  income  for  those  author."!,  as  well 
as  instructed  and  delighted  the  world. 
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SO  employed) :  dividing  it  into  "active"  or  "inactive" 
capital,  according  as  it  is  employed  in  industry  or 
hoarded  by  its  possessors.  Let  us  take  an  illustration 
from  the  recent  history  of  France.  In  1850,  as  in 
former  years,  a  large  amount  of  realised  wealth  in  the 
form  of  the  precious  metals  was  hoarded  in  France, — 
each  man  keeping  his  little  store  of  reserve-wealth  in 
specie  in  his  strong-box.  This  was  national  capital  in 
an  inactive  form.  Under  the  Empire,  however,  partly 
by  means  of  Government  loans,  still  more  owing  to  the 
impetus  given  to  financial  and  industrial  enterprise,  a 
very  large  proportion  of  the  specie  so  hoarded  has  been 
invested  in  business:  it  has  become  active  capital. 
Quoad  this  amount,  the  capital  of  France  has  not 
actually  increased,  but  the  result  has  been  equivalent 
to  an  increase ;  for  a  greater  part  of  this  amount,  for- 
merly hoarded,  has  become  active,  effective,  reproduc- 
tive. According  to  Mr  Mill,  this  is  an  actual  increase 
of  capital ;  according  to  our  view,  it  is  simply  a  con- 
version of  capital  from  an  inactive  condition  into  one 
of  activity  and  reproduction. 

The  meaning  which  we  would  attach  to  Capital 
accords  very  closely  with  the  sense  in  which  the  word 
is  used  by  practical  men,  and  also,  we  may  say,  by 
the  general  public.  By  "  capital"  we  mean  reserve>- 
wealth, —  the  amount  of  property  in  an  exchangeable 
form,  and  therefore  possessed  of  Value,  which  is  held 
in  reserve  by  a  nation  or  by  an  individual.  The 
capital  or  reserve-wealth  of  a  country  consists  in  the 
amount  of  commodities,  whether  of  home  or  foreign 
production  (including   specie),  which  it  holds  at  any 


WHAT  IS   CAPITAL?  85 

given  time,  but  does  not  use  for  its  own  consumption ; 
and  also  in  the  amount  of  international  currency,  in 
the  form  of  foreign  bills  or  bonds,  which  the  nation 
holds  in  excess  of  the  amount  of  its  contemporaneous 
debts  to  other  countries.  The  capital  of  an  individual, 
in  like  manner,  consists  in  the  amount  of  property 
which  he  possesses  but  does  not  himself  make  use 
of  It  matters  little  in  what  form  that  surplus  wealth 
is  held.  Any  kind  of  wealth  is  exchangeable  into 
other  kinds.  So  that  it  possesses  Value — i.e.,  is  ex- 
changeable— anj'  kind  of  property  held  in  reserve  by 
its  possessor  is  capital.  What  is  capital  to  an  in- 
dividual, it  is  true,  may  not  be  a  substantial  addition 
to  the  national  capital.  If  a  man  holds  a  bond  upon 
another  man  or  upon  a  Government,  that  is  capital 
quoad  himself;  but  whether  this  bond  is  capital  as 
regards  the  country  to  which  he  belongs,  depends  upon 
the  parties  to  whom  he  has  lent  his  money  or  goods. 
If  he  has  lent  these  to  his  own  Government,  or  to  a 
fellow-countryman,  the  bond  does  not  form  any  part 
of  the  national  capital, — for  it  simply  represents  goods 
or  money  in  the  keeping  of  another  member  of  the 
same  community :  it  has  no  effect  upon  the  debtor  and 
creditor  account  of  his  country  with  other  countries: 
it  simply  represents  an  amount  of  capital  temporarily 
in  the  possession  of  another  member  of  the  same  com- 
munity. If  all  the  Home  bills  and  bonds  and  bank- 
notes of  a  country  were  destroyed,  the  amount  (though 
not  the  potency*)  of  the  capital  of  that  country  would 
remain  undiminished.  But  if  the  bills  and  bonds  which 
*  See  Oiapter  VII. 
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that  country  held  upon  other  countries  were  likewise 
destroyed,  an  equal  amount  of  that  country's  capital 
would  perish. 

Our  definition  of  Capital,  therefore,  is  Eeserve-wealth 
—property  of  any  kind  which  is  available  for  the  employ- 
ment of  labour,  whether  actually  so  employed  or  not. 
Capital,  it  is  true,  may  be  used  in  a  much  wider  sense 
— namely,  as  including  realised  wealth  of  all  kinds, 
whether  employed  by  its  owner  for  his  own  use  or  not : 
and  it  is  obvious  that  a  considerable  portion  of  such  pro- 
perty can  at  any  time  be  converted  into  capital  pure 
{i.  e.,  reserve-wealth),  simply  by  the  owner  reducing  his 
"  consumption ; "  whereby  a  portion  of  the  property, 
whether  land  or  goods,  which  a  man  previously  kept 
for  his  own  use,  becomes  to  him  reserve-wealth,  which 
can  be  lent  to  others,  or  employed  by  its  owner  in 
trade.  But  in  this  work  the  word  is  used  simply  to 
signify  eeserve- WEALTH.  This  is  our  generic  definition 
of  Capital. 

At  the  same  time  it  is  to  be  noted  that  there  is  a  pecu- 
liar quality,  the  presence  or  absence  of  which  renders  re- 
serve-wealth more  or  less  fully  entitled  to  the  name  of 
Capital.  Eeserve-wealth  is  usually  kept  for  the  purpose 
of  lending  to  others,  or  of  being  employed  in  trade  by  its 
owner :  accordingly,  it  is  usually  kept  in  a  form  suit- 
able for  this  purpose — i.  e.,  in  a  form  more  than  ordi- 
narily exchangeable  or  negotiable.  Hence,  as  a  second- 
ary and  further,  though  less  generic,  definition,  we  may 
define  Capital  as  Eeserve-wealth  "  mobilised." 

In  this  secondary  and  subordinate  definition,  as  in 
the  former  one,  we   are  substantially  in  accord  with 
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the  meaning  attached  to  the  term  by  practical  men 
and  by  the  general  community.  Land,  as  well  as  a 
stock  of  gold  and  silver,  may  be  capital ;  but  mark  how 
general  usage,  by  drawing  a  distinction  between  these 
two  kinds  of  wealth,  accords  with  our  secondary  de- 
finition. The  remark  is  often  heard  that  a  landowner 
has  not  capital  to  work  his  estate.  According  to  our 
primary  and  generic  definition,  land  and  money  may 
be  alike  capital ;  but  according  to  our  secondary  and 
narrower  definition,  capital  is  more  especially  wealth 
or  property  in  a  mobilised  form.  And  this  is  exactly 
the  cause  of  the  distinction  which  is  implied  in  the 
above  remark,  that  a  man  has  not  capital  to  work  his 
land.  By  selling  a  portion  of  his  estate — it  may  be, 
waste  ground  which  he  has  never  used — a  landowner 
can  obtain  money  wherewith  to  work  the  remainder. 
In  so  doing  he  mobilises  one  part  of  his  property  in 
order  to  render  more  productive  the  other  part.  Thus, 
although  both  land  and  money  may  alike  be  capital, 
they  are  not  equally  capital.  Por,  as  the  chief  use  of 
reserve-wealth  is  that  it  may  be  lent  to  others,  or  em- 
ployed in  business  by  its  owner,  it  follows  that  such 
property  attains  its  most  perfect  condition  when  it  is 
kept  in  the  form  most  readily  negotiable  or  exchange- 
able. 

Thus,  although  aU  kinds  of  property  may  be  "  capi- 
tal," or  reserve-wealth,  that  kind  of  property  is  more 
especially  capital  which  is  mobilised,  or  kept  in  a  form 
the  most  transferable  and  exchangeable.  Hence,  speak- 
ing roundly,  the  capital  of  individuals  comprises  a  great 
variety  of  commodities,  which,  if  classed  according  to 
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their  exchangeability,  or  efficiency  as  Capital,  would 
have  Land  or  a  Eailway  at  one  end  of  the  series,  and 
Money  at  the  other. 

But  something  more  remains  to  be  said.  Capital 
must  be  considered  with  regard  to  its  potency  as  well 
as  to  its  form  and  quantity.  Just  as  we  have  seen,  in 
the  case  of  France,  that  the  amount  of  capital,  or  re- 
serve-wealth, in  a  country  forms  no  criterion  of  the 
reproductive  effects  of  that  capital — these  effects  being 
dependent  simply  on  the  amount  (not  hoarded  or  inac- 
tive, but)  in  a  state  of  activity :  so  also  is  it  true  that 
the  amount  of  capital  in  an  active  state  {i.e.,  actually 
employed  in  production)  is  by  no  means  a  criterion  of 
its  reproductive  power.  We  have  said  that  all  the 
bank-notes,  commercial  bills,  and  financial  bonds  in  a 
country — in  so  far  as  these  are  held  against  members 
of  the  same  community — might  be  destroyed,  and  yet 
the  amount  of  the  national  capital  remain  the  same 
as  before ;  but  it  is  not  less  true  that  in  such  a  case 
there  would  be  a  great  loss  to  the  community,  owing  to 
a  diminution  in  the  reproductive  power  of  its  capital. 
The  amount  of  capital,  whether  held  by  a  nation  or  by 
an  individual,  may  remain  the  same,  and  yet  its  repro- 
ductive effects  may  be  vastly  increased.  We  all  know 
how  a  man's  capital  may  be  largely  augmented  in 
potency  by  the  use  of  bills  and  other  forms  of  credit, — 
as  has  been  fully  shown  in  the  opening  chapter  of  this 
work :  indeed,  but  for  this  process,  our  country  could 
not  carry  on  anything  like  its  present  amount  of  trade, 
or  make  anything  like  its  present  amount  of  profits. 
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The  yearly  increase  of  wealth  in  the  United  Kingdom 
is  dependent  upon  our  economy  of  capital :  it  does  not 
depend  merely  on  the  amount  of  goods,  land,  houses, 
and  suchlike  kinds  of  property,  but  upon  the  potency 
which  we  impart  to  such  property  as  a  means  of  carry- 
ing on  the  national  industry. 

This  is  the  key  to  our  national  progress.  It  consti- 
tutes the  chief  agent  in  the  augmentation  of  the  material 
prosperity  and  social  wellheing  of  oivc  country.  A  given 
amount  of  capital,  or  reserve-wealth,  is  by  no  means  a 
correct  index  of  national  progress.  The  use  which  is 
made  of  that  capital,  the  extent  to  which  it  is  rendered 
effective  for  production,  is  as  important  as  its'  quantity. 
The  same  amount  of  reserve-wealth,  in  short,  may  pro- 
duce widely  different  results. 

To  sum  up.  All  reserve-wealth — -all  property  not 
consumed  or  made  use  of  by  its  owner — is  Capital. 
But  the  effect  of  that  capital  upon  the  wellbeing  of  its 
owner,  or  of  the  community,  or  of  the  world  at  large, 
depends  (1)  upon  the  amount  of  it  which  is  employed 
in  profitable  industry ;  and  (2)  upon  the  economy  of 
the  methods  by  which  it  is  so  employed.  Every  econ- 
omy in  the  method  of  employing  capital  is  equiva- 
lent, in  its  practical  effects,  to  an  increase  in  the 
amount  of  that  capital.  And  thus  we  are  brought  to 
the  consideration  of  the  most  interesting  and  important 
problem  in  economic  science, — namely,  the  Potency  of 
Capital:  a  subject  which  we  shall  elucidate  in  the 
chapters  immediately  following. 


VI. 

THE  ECONOMY  OF  FOEGE 


The  peculiar  feature  of  Civilisation — of  that  develop- 
ment of  the  higher  powers  of  man  which  is  ennobling 
and  beautifying  the  world,  and  the  principle  upon  which 
all  this  rich  progress  depends,  consists  in  the  attainment 
of  two  opposite  and  apparently  incompatible  results. 
Production  must  increase,  whOe  the  Labour  of  produc- 
tion must  diminish.  As  a  prerequisite,  or  at  least  as  an 
accompaniment  and  adjuvant  of  Civilisation,  the  amount 
of  production  (the  supply  of  the  necessaries  and  luxuries 
of  life)  must  increase  in  greater  proportion  than  popu- 
lation increases.  The  same  amount  of  population  must 
possess  a  greater  supply  of  the  food  which  ministers  to 
physical  development,  and  of  the  luxuries  which  are  the 
handmaid  of  refinement  and  of  spiritual  (moral  and 
intellectual)  development.  But  a  mere  increase  of  pro- 
duction goes  for  little :  in  fact,  an  increase  of  production, 
when  accompanied  by  an  equal  increase  of  human 
laboui',  instead  of  being  an  adjuvant  of  civilisation,  may 
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be  rather,  in  its  effects,  a  return  towards  barbarism, — 
in  which  state,  undoubtedly,  men  perform  the  greatest 
amount  of  labour  with  the  smallest  amount  of  profit ;  as 
when  the  savage  obtains  fire  by  the  friction  of  dry  wood, 
and  his  food  by  following  the  wild  animals  of  the  forest 
and  the  prairie. 

If  it  is  to  be  an  auxiliary  of  Civilisation,  the  increase 
of  production  must  be  attained  without  an  increase 
of  human  labour.  In  truth,  if  civilisation  is  not  to  be 
confined  to  the  few  at  the  expense  of  the  many — if  it 
is  to  be  a  blessing  to  all,  and  not  a  boon  to  the  few 
and  a  curse  to  the  many, — increase  of  production  must 
be  accompanied  by  an  actual  diminution  in  the  amount 
of  bodily  labour.  A  Society  is  conceivable  in  which,  by 
the  establishment  of  slavery,  a  small  class  may  raise 
itself  into  civilisation  by  means  of  exacting  increased 
labour  from  the  rest  of  the  community :  a  civilised  oli- 
garchy may  establish  itself,  while  the  condition  of  the 
mass  of  the  community  is  actually  depressed.  An  in- 
crease of  bodily  labour,  of  daily  physical  toU,  is  incom- 
patible with  the  development  of  the  higher  faculties  of 
our  nature.  Beyond  a  certain  point,  bodily  exertion 
serves  directly  to  enfeeble  the  intellect,  and  also  the 
moral  instincts.  An  increased  exertion  of  physical 
effort,  or,  what  comes  to  the  same  thing,  a  prolongation 
of  the  hours  of  labour,  diminishes  the  intelligence  of  the 
workers,  and  would  end  by  reducing  man  to  the  level  of 
the  brutes.  Hence,  the  increase  of  production,  if  it  is 
to  give  birth  to  human  progress  and  civilisation,  must  be 
accompanied  by  an  actual  diminution  in  the  amount  of 
material  toil  requisite  for  that  production. 
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How  are  these  apparently  incompatible  results  at- 
tained 1  By  what  means  is  it  that  Production  is  in- 
creased while  bodily  Labour  is  diminished  ?  The  answer 
to  this  question,  the  solution  of  this  mystery,  gives  a 
key  to  the  true  nature  of  Civilisation — to  the  real  cause 
of  human  progress  :  it  reveals  the  real  basis  upon  which 
the  glorious  fabric  of  human  development,  alike  moral 
and  intellectual,  has  been  reared,  and  by  an  extension 
of  which  the  blessings  of  Civilisation  may  be  height- 
ened where  they  exist,  and  extended  to  other  sections 
of  mankind  to  whom  as  yet  they  are  comparatively 
unknown. 

It  is  the  Mind,  the  understanding  and  intellectual 
imagination — the  "  Promethean  spark,"  that  God-given 
power  of  Thought,  and  of  generating  new  ideas,  which 
is  the  special  characteristic  of  Man  —  that  accom- 
plishes this  result.  The  amount  of  Force,  of  productive 
power,  in  the  world  is  incalculable,  inconceivable ;  and 
it  is  the  application  of  man's  intelligence  to  the  mani- 
fold forces,  or  sources  of  power,  around  him  which 
enables  him  almost  indefinitely  to  increase  his  own 
power  without  a  corresponding  exertion  of  bodily 
labour.  He  masters  the  other  forces,  and  applies  them 
to  his  own  use.  He  investigates  their  properties,  and 
discovers  the  means  of  using  them.  He  subjugates 
and  domesticates  the  animals ;  he  finds  out  the  pro- 
perties of  the  vegetable  and  mineral  kingdoms;  he 
investigates  the  secret  and  latent  forces  of  nature,  and, 
by  discovering  their  laws  or  modes  of  action,  he  learns 
to  turn  them  to  account,  and  enlists  them  in  his  service. 
This  process,  this  mastery  of  the  almost  infinite  sources 
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of  power  external  to  man,  is  far  from  complete, — it  is 
but  in  its  infancy  as  compared  with  what  it  will  be 
in  future  ages  :  but  even  now  its  efficacy,  in  adding  to 
the  powers  of  man,  and  hence  as  a  means  of  civilisa- 
tion—  as  a  means  of  increasing  production  with  a 
diminution  of  bodily  labour  —  is  one  of  the  greatest 
marvels  of  human  progress.  The  power  of  man  is 
already  increased  immeasurably  beyond  the  force  which 
is  inherent  in  himself  And  the  result  is  the  same  as  if 
human  force  had  experienced  an  extraordinary  develop- 
ment. One  man  is  now  ec[ual  in  productive  power  to 
ten  or  twenty  men  in  earlier  times.  To  multiply  the 
potency  of  a  thing  is  practically  the  same  as  to  multiply 
the  thing  itself, — indeed,  in  many  cases,  it  is  very  much 
better. 

At  the  present  day  we  are  surrounded  on  all  sides  by 
examples  of  the  increased  power  which  man  has  ac- 
quired by  the  mastery  and  employment  of  forces  extra- 
neous to  himself.  Perhaps  the  best  of  aU  examples,  for 
the  purposes  of  illustration,  is  that  of  the  steam-engine 
in  the  form  of  the  locomotive.  Forty  years  ago,  as  M. 
Chevalier  states,*  there  was  not  a  single  locomotive  in 
Europe;  at  the  present  day  there  are  16,500.  The 
increase  of  human  power  thus  accomplished  is  enor- 
mous. A  powerful  locomotive,  on  a  railway,  siiffices 
to  draw  fully  700  tons  besides  its  own  weight.  To  draw 
a  similar  weight  or  mass  upon  a  highway  would  require 
700  horses.     Moreover,  a  locomotive  continues  efficient 

*  Discours  prononce  au  College  de  France  &  rouverture  du  Cours 
cCEcnnomie  Politique,  le  18  Decembre  1866.  Par  M.  Michel  Chevalier, 
Memhre  de  I'lnstitut,  &c. 
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for  a  longer  time  than  a  horse  ;  and  also  it  is  of  supe- 
rior service,  inasmuch  as  it  moves  faster  than  horses 
could  do  if  used  in  its  stead.  Taking  all  these  things 
into  account,  M.  Chevalier  (himself  an  accomplished 
engineer)  estimates  the  tractile  value  of  a  powerful 
locomotive  as  equal  to  that  of  1400  horses.  "  Supposing, 
then,  that  the  16,500  locomotives  in  Europe  were  equal 
only,  on  the  average,  to  one-third  of  the  power  above- 
stated  \i.  e.,  that  each  locomotive  were  equal  in  effi- 
ciency to  466  horses],  they  would  represent  7,700,000 
horses, — ^which  would  be  equivalent  to  the  muscidar 
power  of  38^  millions  of  adult  and  healthy  men."  And 
as  such  men  constitute  barely  a  fifth  of  the  population, 
it  follows  that  the  addition  made  to  human  force  by 
the  use  of  locomotives  in  Europe  is  the  same  as  if  the 
population  of  our  Continent  had  increased  to  the  extent 
of  200  millions  during  the  last  forty  years.  And  if  we 
take  into  account  the  vast  number  of  steam-engines  in 
use  otherwise  than  as  locomotives,  it  is  not  beyond 
the  truth  to  say  that  the  power  of  man  in  Europe 
has  been  trebled  during  a  single  generation  by  the 
appliance  of  steam-power  alone.  As  a  question  of 
bodily  power,  the  result  is  the  same  as  if  the  population 
of  Europe  had  been  trebled ;  but  as  regards  Civilisa- 
tion, the  result  is  immeasurably  superior, — for  the  pro- 
ductive force  of  mankind  has  been  increased  without 
any  addition  to  the  requirements  of  produce  for  the 
simple  sustenance  of  life. 

Next,  considering  the  question  simply  as  one  of  eco- 
nomical science,  let  us  observe  how  this  multiplica^ 
tion  of  Power  is  effected.     As  we  have  seen,  a  multipli- 
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cation  of  material  power  has  been  effected  without  any 
increased  expenditure  of  Labour,  or  of  the  Capital  which 
pays  for  that  Labour.  But  in  what  way  is  this  multi- 
plication of  force,  this  economy  of  human  power,  effected? 
Let  us  again  take  the  steam-engine  as  an  example,  and 
see  how  human  intelligence  economises  the  results  of 
human  labour.  A  mere  alteration  in  the  form  of  the 
boUer,  and  of  the  mode  of  applying  the  steam,  may  suffice 
to  double  the  power  of  the  machine.  An  improved 
form  of  boiler  serves,  from  the  same  quantity  of  fuel 
and  water,  to  generate  within  a  given  time  a  greater 
quantity  of  steam ;  and  the  same  quantity  of  steam,  by 
an  improved  mode  of  treating  it,  acquires  a  vastly  in- 
creased potency  as  a  motive  force.  Fifteen  or  twenty 
years  ago,  7  lb.  of  coal  per  hour  were  needed  in  steam- 
navigation  to  produce  a  single  horse-power ;  but  now 
the  same  amount  of  power  is  evolved  from  less  than 
one-Tialf  that  quantity  of  coal.  The  cost  of  construction 
of  the  engines  remains  virtually  the  same,  and  so  does 
their  power,  yet  the  cost  of  working  them  is  diminished 
one-half  Hence  the  same  amount  of  Labour,  and  the 
same  amount  of  Capital  expended  in  payment  of  that 
labour,  now  suffice  to  produce  a  result  twice  as  great  as 
was  the  case  twenty  years  ago.  The  result  in  fact,  as 
regards  the  expenditure  alike  of  Labour  and  of  Capital, 
is  the  same  as  if  every  engine  had,  as  regards  the  power 
which  it  evolves,  become  two  engines  of  equal  power. 
With  the  same  amount  of  iron  and  other  metals,  and 
with  the  same  amount  of  labour  in  the  construction  of 
the  machine, — with  the  same  quantity  of  coal  to  gene- 
rate the  steam,  and  of  attendants  to  work  the  machine. 


96  THE   ECONOMY   OF  FOECE. 

— a  locomotive  now  possesses  a  potency  twice  as  great 
as  before.  The  intrinsic  value  (using  that  phrase  to 
express  the  cost  of  production)  remaining  the  same,  the 
productive  power  of  the  machine  is  doubled. 

This  result  has  been  accomplished  within  the  last 
twenty  years.  Eut,  we  need  hardly  say,  since  the  first 
invention  of  locomotives,  the  economy  of  force  which 
human  ingenuity  has  effected  is  very  much  greater. 
The  highest  steam-pressure  which  Watt  attained  was 
12  lb.  on  the  square  inch ;  at  present  the  force  developed 
is  ten  times  as  great,  or  120  lb.  on  the  square  inch.  In 
1829,  the  most  powerful  locomotive  that  could  be  con- 
structed (the  "  Eocket ")  could  only  draw  three  times  its 
own  weight,  at  a  speed  of  15  miles  an  hour ;  at  present, 
a  powerful  locomotive  will  draw  ten  times  its  own 
weight,  at  a  rate  of  20  miles  an  hour.  During  the  same 
period,  the  quantity  of  fuel  required  for  generating  a 
given  amount  of  steam  has  been  diminished  five-sixths : 
in  other  words,  one  pound  of  coal  now  suffices  to  develop 
as  much  force  as  six  pounds  did  forty  years  ago.  We 
may  add  that,  by  engineering  science,  the  locomotive 
has  during  the  same  period  been  gradually  improved  so 
as  to  overcome  the  difficulties  presented  by  gradients 
of  1  in  100,  1  in  50,  1  in  25,  and.  1  in  12,  combined 
with  curves  of  from  30  chains  down  to  15,  10,  5,  and 
even  2  chains  radius :  thereby  rendering  it  possible  to 
construct  railroads  in  localities  hitherto  impracticable, 
and  thus  extending  the  economy  of  power  effected  by 
steam-locomotion. 

The  same  truth  is  exemplified  in  a  thousand  forms 
around  us.     This,  in  short,  is  what  M.  Chevalier  rightly 
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calls  the  "  mystery  of  Civilisatiou," — namely,  that  the 
same  amount  of  productive  force,  and  of  actual  produc- 
tion, is  nowadays  attained  by  an  immensely  diminished 
employment  of  labour.  In  truth  the  prime  feature,  and 
the  grandest  triumph  of  Civilisation,  is,  that  from  the 
same  amount  of  intrinsic  value  (i.  e.,  with  the  same  cost 
of  production*)  we  obtain,  from  generation  to  generation, 
a  steadily  increasing  amount  of  effective  or  productive 
power.  The  intrinsic  value  of  a  thing  remaining  the 
same,  the  thing  is  made,  by  human  intelligence,  to  pos- 
sess a  constantly  increasing  effective  value  as  a  means  of 
production — as  a  means  of  augmenting  the  results  of 
human  labour,  and  of  carrying  on  trade  and  industrial 
production  of  all  kinds  as  effectually  as  before,  with  an 
ever-decreasing  cost.  This  is  truly  the  mystery,  the 
marvel,  the  triumph  of  Civilisation.  It  is  worthy  of 
exposition  of  itself:  it  is  a  theme  worthy  of  the  pen  of 
a  philosophical  historian :  it  is  the  peculiar  feature,  and 
most  powerful  auxiliary,  of  human  progress.  But  it  is 
not  for  this  purpose  only  that  we  call  attention  to  it. 
In  the  next  chapter,  we  shall  give  to  these  remarks  a 
highly  practical  application. 

*  "Intrinsic  value"  may  have  a  wider  meaning  tlian  the  "cost  of 
production."  For  example,  in  the  case  of  some  of  the  products  of  the 
earth,  such  as  the  date-palm  and  its  fruit,  there  may  be  no  cost  of  pro- 
duction at  all,  and  }'et  the  fruit  possesses  intrinsic  or  inherent  value. 
But  in  this  chapter,  and  wherever  else  the  word  occurs  in  this  book,  it 
is  used  exclusively  with  respect  to  objects  like  specie  or  locomotives  : 
and  it  designates  the  cost  of  production,  or  amount  of  labour  expended 
in  production  (which  is  the  only  kind  of  inti'insic  value  which  such 
articles  can  or  do  possess),  in  contradistinction  to  the  "  effective  value, " 
or  the  practical  efficiency  of  the  object  in  fulfilling  the  purpose  for 
which  labour  was  expended  upon  it. 


VII. 
THE  POTENCY  OE  CAPITAL 


The  two  greatest  auxiliaries  or  handmaids  of  Production 
are  Eoads  and  Money.  Neither  of  these,  of  themselves, 
produce  the  necessaries  of  life :  on  the  contrary,  primarily 
they  effect  a  withdrawal  of  labour  and  material  from  the 
production  of  the  necessaries  and  fundamental  require- 
ments of  human  existence.  Eoads  occupy  a  portion  of 
the  land  available  for  supplying  the  wants  of  the  popu- 
lation. Their  construction  also  absorbs  an  amount  of 
labour  which  otherwise  might  be  directly  applied  to 
cultivation  and  other  forms  of  production.  In  the  case 
of  Money  in  the  form  of  specie,  a  similar  withdrawal 
of  labour  takes  place  from  the  production  of  the  first 
requisites  of  life.  But  in  both  cases  this  primary  waste, 
so  to  speak,  is  far  more  than  compensated  by  the  result- 
ant economy.  Although  neither  roads  nor  money  are  of 
themselves  directly  productive — although  indeed  they 
actually,  at  the  outset,  constitute  an  obstruction  or 
absorption  of  the  means  of  production, — nevertheless, 
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they  multiply  immensely  the  Force  available  for  produc- 
tion. They  add  nothing  to  the  amount  of  food  or  cloth- 
ing or  houses,  requisite  for  the  support  and  comfort  of 
life,  but  they  vastly  augment  the  power  possessed  by 
man  for  the  production  of  these  and  all  other  commodi- 
ties. They  enable  a  given  amount  of  human  power  to 
effect  an  immense  increase  of  production. 

Por  example,  by  means  of  a  road  or  highway,  a  farmer 
can  bring  to  his  farm  the  manures  and  implements  which 
he  requires  more  easily,  and  therefore  at  less  cost,  than 
before  ;  so  that  the  cost  of  cultivation  is  diminished :  he 
can  raise  the  same  amount  of  produce  with  a  diminished 
outlay, — or,  which  is  the  same  thing,  with  no  increase 
of  expenditure  he  can  raise  a  greater  quantity  of  produce. 
Again,  by  means  of  roads,  the  farmer  can  send  his  pro- 
duce to  market  at  less  cost  than  before :  and  conse- 
quently he  can  afford  to  sell  his  produce  (supply  food  to 
the  community)  at  a  reduced  price.  Thus,  by  means  of 
roads,  the  price  of  goods  is  diminished  in  two  ways : 
firstly,  by  a  reduction  in  the  cost  of  production,  and 
secondly,  by  a  reduction  in  the  cost  of  conveying  the 
produce  to  market.  In  the  case  of  a  simple  exchange 
of  goods,  the  economy  is  equally  manifest.  If  a  man 
exchanges  a  portion  of  his  goods,  say  cattle  or  grain,  for 
the  goods  of  some  other  man,  say  coal  or  lime  or  iron, 
the  cost  of  conveying  these  goods  from  the  one  man  to 
the  other,  and  the  time  lost  in  the  transfer,  constitute 
an  expense  upon  the  transaction, — an  obstacle  to  that 
exchange  of  goods  which  is  indispensable  to  mankind 
at  all  times,  and  peculiarly  so  in  a  civilised  community 
Eoads,  by  lessening  the  cost  and  increasing  the  rapidity 
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of  conveyance,  greatly  facilitate  such  transactions.  In 
short,  they  add  alike  to  the  power  of  production,  and 
to  the  means  of  exchanging  the  goods  so  produced.  At 
the  same  time,  as  all  commodities  in  transit  or  in  store 
are  inactive — as  they  are  wealth  in  a  form  temporarily 
unproductive — roads  effect  a  great  economy  of  capital : 
they  enable  a  given  amount  of  capital  to  support  a 
larger  amount  of  trade.* 

*  By  overlooking  these  facts,  a  serious  error  has  been  committed 
hy  some  eminent  authorities  in  the  science  of  finance.  For  example, 
it  has  been  regarded  as  an  axiom  that  the  construction  of  railways 
in  this  country  tends  to  turn  the  Balance  of  Trade  against  us.  The 
argument  is  as  follows  : — The  construction  of  railways,  by  occasion- 
ing an  increased  expenditure  in  wages,  leads  to  an  increased  con- 
sumption of  the  necessaries  and  luxuries  of  life  in  this  country ;  and, 
as  a  large  portion  of  the  articles  so  consumed  come  from  foreign  coun- 
tries, this  necessarily  increases  our  Imports.  If  the  capital  so  expended 
on  railways  were  invested  in  the  production  of  goods  which  could  be 
exported,  the  increased  consumption — i.e.,  the  increase  of  Imports — 
would  be  balanced  by  a  simultaneous  increase  of  our  Exports.  But  as 
the  construction  of  railways  does  not  produce  any  goods  which  can  be 
exported,  the  increased  consumption  attendant  upon  their  construction 
occasions  an  unusual  excess  of  our  Imports  over  our  Exports. 

But  the  construction  of  railways,  as  a  question  of  fact,  occasions 
no  withdrawal  of  capital  from  the  production  of  goods  for  export — 
it  usually  takes  place  simultaneously  with  the  ordinary  increase  of 
capital  invested  in  such  industry :  so  that  any  embarrassment  could 
be  only  of  an  infinitesimal  kind.  Moreover — and  this  is  the  cardinal 
point  of  the  question — the  effect  of  railways  and  also  of  telegraphs  is 
alike  to  economise  our  Imports  and  to  augument  our  Exports.  For 
example  :  say  that  it  took  six  days  to  transport  heavy  goods  from 
London  to  Liverpool,  or  any  similar  distance,  and  that  by  means  of 
railways  the  distance  could  be  traversed  in  a  single  day.  The  conse- 
quence would  be,  that  merchants  or  manufacturers,  instead  of  having 
to  keep  a  week's  stock  of  goods  in  hand,  could  lessen  this  stock  to  a 
single  day's  supply.  Hence  the  amount  of  imported  goods  on  hand 
would  be  reduced  five-sixths.  "With  regard  to  wholesale  merchants  for 
the  home-trade,  the  result  would  be  the  same.  So  that  a  very  large 
portion  of  goods  previously  inactive  —  whether  imported  produce  or 
goods  designed  for  export— would  be  economised  and  rendered  effective  : 
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Money  serves  exactly  tlie  same  purpose  as  roads  do. 
This  parallel  was  noticed  a  hundred  years  ago  by  Adam 
Smith  ;  and  it  not  only  still  holds  good,  but  nowadays 
furnishes  a  richness  of  illustration  far  beyond  what  was 
possible  in  the  days  of  the  eminent  Father  or  Founder 
of  the  science  of  PoKtical  Economy. 

In  early  times,  so  far  back  as  2000  years  ago,  civilised 
comm\mities  perceived  that  the  system  of  barter  opposed 
so  many  obstacles  to  the  free  exchange  of  goods,  which 
is  a  requisite  of  civilisation,  that  it  was  advantageous 
for  them  to  devote  a  portion  of  their  wealth  or  labour 
to  supply  themselves  with  Money,  in  the  form  of  the 
precious  metals,  in  order  to  facilitate  production  and  all 
the  other  industrial  transactions  of  life.  This  was  pre- 
cisely equivalent  to  the  making  of  roads.  It  facilitated 
the  transfer  of  property  from  man  to  man — the  locomo- 
tion of  Value, — ^just  as  roads  facilitate  the  transfer  of 
commodities  from  one  place  to  another.  Since  then, 
Civilisation  has  done  with  Money  exactly  what  it  has 
done  with  Eoads.  As  we  have  seen,  the  effective  power 
of  roads  has  been  multiplied  enormously  by  the  adoption 
of  the  steam-locomotive;  and  the  power  of  the  loco- 
motive itself  has  been  vastly  increased,  without  any 
increase  of  bodily  labour,  by  the  application  of  human 
intelligence  to  its  construction.  The  intrinsic  value 
(i.  e.,  the  cost  of  production)  of  the  machine  remaining 
the  same,  its  effective  power  has  been  doubled  even 
within  the  last  twenty  years.     And  a  similar  economy 

the  result  being  a  more  rapid  return  of  the  capital  invested  in  trade 
and  commerce, — so  that  the  same  amoxuit  of  trade  and  consumption 
could  be  carried  on  with  less  capital  than  before. 
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(or,  wliich  comes  to  the  same  thing,  a  similar  multipli- 
cation) of  power  is  still  being  carried  on,  and  is  yearly 
accomplishing  greater  results. 

Thus,  while  multiplying  Production  without  any  in- 
creased expenditure  of  Labour,  human  intelligence  has 
in  like  manner  lessened  the  cost  of  the  means  by  which 
"Wealth  is  applied  to  production — in  other  words,  by 
which  labour  is  paid  for.  Civilised  communities  ad- 
vanced from  the  cumbrous  system  of  payments  in  kind 
to  payments  in  metallic  money ;  from  that  they  have 
advanced  to  the  banking-system  and  paper-money,  sup- 
plemented by  commercial  currency  in  the  form  of  bills. 
The  principle  in  this  case  is  the  same  as  that  which  has 
aided  human  progress  in  material  industry.  Man  has 
multiplied  the  potency  of  his  material  agents,  without 
increasing  the  expenditure  of  labour  in  their  produc- 
tion :  he  has  multiplied  their  effective  power  or  prac- 
tical value  without  adding  to  their  intrinsic  value. 
And  this,  we  repeat,  is  the  cardinal  feature  of  Civilisa- 
tion— the  indispensable  requisite  to  human  progress, 
and  to  the  increase  of  human  comfort  and  wellbeing. 

Things  which  are  in  one  respect  equal  to  the  same 
thiQg,  are  in  that  respect  equal  to  one  another.  As  soon 
as  coins,  by  common  agreement  or  by  legal  enactment, 
came  to  possess  the  same  exchangeable  value  as  sheep 
and  oxen,  they  became  in  that  respect  as  valuable  as 
sheep  and  oxen  were.  Unlike  sheep  and  cattle,  coins 
possess  no  value  as  food,  but  they  soon  became  superior 
to  these  commodities  in  exchangeable  value — as  a  means 
of  conducting  the  exchanges  of  property  by  which  not 
only  all  trade,  but  also  the  daily  "consumption"   of 
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a  community,  are  carried  on.  They  were  not  food  or 
clothing  or  any  of  the  necessaries  of  life,  but  they  were 
convertible  into  those  necessaries,  and  also  into  any  other 
kind  of  property,  or  into  labour  or  any  of  its  products, 
whether  material  or  intellectual. 

The  principle  of  Money,  and  also  of  Banking,  is 
simply  this :  that  if  a  man  can  get  a  thing  when  he 
wants  it,  the  effect  is  the  same  as  if  he  always  had  it. 
Banking,  which  has  given  such  an  impetus  to  Civili- 
sation, to  the  wellbeing  of  mankind,  owes  its  value  en- 
entirely  to  the  multiplication  of  power  which  it  confers 
upon  the  commodity  (money)  in  which  it  deals.  Banking 
makes  no  addition  to  the  amount  of  coins  in  a  country, 
but  it  vastly  increases  their  potency.  Hence  the  prac- 
tical effect  of  banking  is  the  same  as  if  the  amount  of 
coins  in  a  country  were  greatly  augmented.  The  man 
who  deposits  his  coin  in  bank  has  it  at  his  command  as 
much  as  if  he  kept  it  in  his  own  house  ;  and  yet,  nearly 
the  whole  of  the  amount  is  contemporaneously  in  the 
possession  of  others,  who  actually  employ  it.  The  coin 
is  at  the  free  disposal  of  its  owner,  yet  simultaneously 
it  is  being  used  by  others.  It  thereby  acquires  a  vastly 
increased  potency.  Just  as  the  same  quantity  of  fuel  in 
a  locomotive  can  by  human  ingenuity,  and  at  no  extra 
cost,  be  made  to  produce  a  double  amount  of  motive 
power, — or  as  the  vapour  generated  in  the  boiler  can  be 
similarly  increased  in  potency ;  so  does  a  given  amount 
of  coin  become,  by  means  of  banking,  immensely  mul- 
tiplied as  a  motive  power  of  industry, — which  is  the 
special  use  of  Money,  just  as  propelling-power  constitutes 
the  special  fxmction  of  the  locomotive.  In  the  one  case  as 
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in  tte  other,  althougli  there  is  no  increase  in  the  cost  of 
producing  them,  the  effect  is  the  same  as  if  the  auxiliaries 
of  production  (whether  coins  or  locomotives)  in  a  coun- 
try were  numerically  increased. 

The  same  feature  and  fundamental  principle  of  ciYiIi- 
sation  is  observable  in  the  economy  effected  by  the  use 
of  Paper-currency,  in  all  its  forms.  Just  as  coins  be- 
came equal  ia  exchangeable  value  to  sheep  and  oxen  as 
soon  as  they  became  equally  convertible  as  these  into 
commodities  of  all  kinds ;  so  is  paper-money  equal  in 
exchangeable  value  to  coin  when  it  is  convertible  into 
coin,  and  therefore  equally  convertible  as  it  into  other 
commodities.  In  like  manner,  commercial  bills,  within 
their  own  sphere,  are  equal  to  notes  or  coin,  because  con- 
vertible into  them ;  and  although  not  designed  or  fitted 
for  general  circulation,  like  banking-currency,  bills  in 
point  of  fact  have  a  wider  circulation  than  either  coin 
or  bank-notes,  being  preferable  to  either  as  a  means 
of  transmitting  Value  from  one  country  to  another.  In 
truth,  owing  to  this  superiority,  good  bills  are  at  a 
premium  compared  to  coin  or  specie :  *.  e.,  a  foreign 
bill  for  £1000  usually  brings  a  higher  price  than  1000 
sovereigns. 

The  great  triumph  of  Civilisation,  or  human  progress, 
is  to  attain  equal  results  by  a  less  expenditure  of  labour. 
And  when  paper-money  serves  the  same  purpose  as 
coin,  the  fact  that  it  costs  less  than  coin,  so  far  from 
being  a  disparagement  of  it,  constitutes  its  special  re- 
commendation. The  exchangeable  value  of  currency,  as 
indeed  of  everything,  constitutes  its  actual  value.  The 
cost  of  production  is  a  subsidiary  point.     No  one  will 
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pay  more  for  an  article  merely  because  more  labour  has 
been  employed  in  its  production.  If  two  locomotives 
be  equally  effective,  their  exchangeable  value  is  the 
same, — howsoever  great  a  difference  there  may  have 
been  in  the  cost  of  constructing  them.  In  like  manner, 
when  a  man  can  buy  as  much  with  a  bank-note  as  with 
a  sovereign,  it  does  not  matter  to  him  that  the  intrinsic 
value  (i.  e.,  cost  of  production)  of  the  one  is  greater 
than  that  of  the  other.  When  Paper-money  has  the 
same  purchasing  power  or  exchangeable  value  as  coin, 
it  is  equal  to  coin  as  currency :  just  as  coin,  from  the 
same  cause,  became  equal  in  exchange- transactions  to 
commodities  which  are  the  necessaries  of  life.  The 
value  of  a  Locomotive,  as  a  locomotive,  does  not  depend 
upon  the  cost  of  its  construction,  but  upon  the  amount 
of  its  motive  power.  In  like  manner  the  value  of 
Money,  as  currency,  does  not  depend  upon  the  cost  of 
producing  it,  but  upon  the  purchasing  power  which  it 
possesses. 

It  would  be  too  absurd  to  enact  that  a  steam-engine 
of  a  given  amount  of  horse-power  should  always  repre- 
sent an  equal  amount  of  labour  expended  in  its  pro- 
duction. This  would  be  downright  barbarism,— a  re- 
versal of  the  principle,  and  a  check  to  the  progress,  of 
civilisation.  But  it  is  equally  a  check  upon  civilisation 
and  upon  the  wellbeing  of  a  community,  to  enact  that 
no  addition  shall  be  made  to  the  currency  of  a  country, 
unless  the  same  amount  of  Money  shall  represent  as 
much  labour  as  was  necessary  for  its  production  two 
centuries  ago.  To  say  that  money  produced  at  a  less  cost 
than  was  requisite  in  the  seventeenth  century,  before  the 
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establisliment  of  banking  and  banking-currency,  cannot 
possess  the  same  purchasing  power,  is  quite  as  absurd  as 
to  maintain  that  a  locomotive  of  the  present  day  cannot 
possess  double  the  amount  of  motive  power  possessed 
by  one  constructed  at  the  same  cost  forty  years  ago. 
If  Civilisation  and  the  national  wellbeing  are  to  obtain 
a  full  and  free  development — if  they  are  to  progress  in 
the  future  as  they  have  done  in  the  past — it  is  indis- 
pensable that  this  fundamental  principle  of  Civilisation 
be  adhered  to,  and  that  the  same  economy  be  practised 
in  the  means  of  exchanging  commodities  as  in  the 
means  of  producing  them :  the  same  economy  of  force, 
or  of  intrinsic  value,  must  be  developed  in  the  appliance 
of  Capital  as  in  the  employment  of  Labour. 

Continuing  our  elucidation  of  what,  in  brief,  we  have 
called  the  Potency  of  capital,  let  us  take  a  simple  case 
— but  one  which,  from  its  social  bearings,  has  excited 
much  controversy : — The  same  amount  of  capital  is  more 
potent,  is  more  available  for  the  production  of  wealth, 
when  concentrated  in  the  hands  of  a  few  than  when  dif- 
fused among  many  possessors.  It  is  so  for  two  reasons. 
Firstly,  because  a  few  large  capitalists  are  more  certain 
to  possess  the  intelligence  and  enterprise  requisite  for  an 
efficient  employment  of  their  reserve-wealth  than  a  large 
number  of  small  capitalists  are ;  and  secondly,  wealth 
when  in  the  hands  of  a  few,  is  more  readily  available 
for  productive  industry  than  when  dispersed  over  the 
community  at  large.  Hence  the  prevalent  opinion 
among  political  economists,  that  it  is  best  to  have  the 
wealth  of  a  country  concentrated  in  the  hands  of  a  com- 
paratively small  number  of  possessors.      On  the  other 
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hand,  as  regards  the  moral  and  social  condition  of  a 
nation,  it  is  better  that  wealth  should  be  widely  diffused 
— in  other  words,  that  no  chasm  should  separate  the 
multitude  from  the  few;  that  vast  wealth  on  the  part  of 
a  few  should  not  coexist  with  depths  of  poverty  and 
want  on  the  part  of  the  many.  True  it  is  that  in  the 
former  case  there  may  actually  be  more  employment 
for  labour  than  in  the  latter;  but  it  is  not  less  true 
that  the  possession  of  property  has  an  elevating  effect 
upon  men  far  superior  to  that  which  arises  merely 
from  the  receipt  of  high  wages. 

Hence  two  rival  Schools  have  arisen, — the  one  main- 
tainiQg  that  it  is  better  to  have  the  wealth  of  a  country 
concentrated  in  a  few  hands,  the  other  advocating  a  sys- 
tem of  small  proprietors  or  capitalists.  In  great  part — as 
happens  in  most  abstract  disciissions — this  is  a  difference 
of  terms  rather  than  a  substantial  divergence  of  opinion. 
The  one  school — which  regards  the  matter  from  a  Finan- 
cial point  of  view — maintains  that  since  wealth  is  most 
effective  when  held  by  a  few,  the  result  must  be  that  the 
wellbeing  of  the  nation  is  more  promoted  in  this  fashion 
than  the  other;  in  other  words,  that,  with  a  class  of  large 
capitalists,  the  general  wellbeing  of  the  community,  the 
increase  of  wealth  among  all  classes  of  the  nation,  is 
more  rapidly  promoted  than  if  the  bulk  of  the  national 
wealth  were  widely  diffused.  This  school  looks  chiefly, 
if  not  solely,  at  the  process  of  wealth-making.  The  other 
school — which  regards  the  question  from  a  Social  point 
of  view — errs  by  desiring  the  end,  without  a  proper  re- 
gard for  the  means  by  which  that  end  is  attainable.  They 
desire — as  all  philanthropists  and  social  reformers  must 
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desire  —  to  banish  poverty,  and  its  usual  accompani- 
ments, ignorance  and  crime,  from  the  mass  of  the  com- 
munity; and  as  the  possession  of  property  is  the  chief 
cure  for  such  evils,  and  gives  a  man  a  degree  of  self- 
respect  greater  than  that  -which  arises  from  the  mere  re- 
ceipt of  weekly  wages,  they  are  in  favour  of  any  system 
which  tends  to  diffuse  the  possession  of  property  among 
the  community  at  large.  Their  desire  is  good;  but 
they  overlook  the  fact  that  the  only  legitimate  way  of 
putting  the  masses  in  possession  of  property  or  realised 
wealth  is  by  securing  for  them  a  higher  pay  for  their 
labour.  And  it  is  obvious  that,  the  amount  of  national 
wealth  remaining  the  same,  the  rate  of  wages  will  be 
highest  under  the  system  which  gives  to  that  amount 
of  wealth  the  highest  amount  of  potency, — in  other 
words,  which  renders  a  given  amount  of  wealth  efficient 
for  the  production  of  the  greatest  results. 

Hence,  ugly  as  the  doctrine  of  the  Economists  looks  at 
first  sight,  and  to  superficial  observers,  it  is  really  true 
that  (cceteris  paribus)  it  is  best  for  the  material  interests 
of  a  country  when  the  bulk  of  its  reserve -wealth  is  in 
comparatively  few  hands ;  because,  in  such  a  case,  the 
potency  of  that  capital  is  greater  than  if  the  same 
amount  of  wealth  were  dispersed  among  very  many 
possessors. 

Fortunately,  Civilisation  has  given  birth  to  a  system 
which,  to  a  great  degree,  reconciles  the  two  opposite 
systems.  Banking,  when  fully  developed  in  a  com- 
munity, imites  the  objects  which  each  of  these  rival 
schools  has  at  heart.  By  means  of  banking,  a  given 
amount  of  wealth  acquires  nearly  the  same  potency 
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when  diffused  among  millions  as  if  concentrated  in 
a  few  hands.  Banks  take  the  place  of  large  capital- 
ists :  they  gather  into  one  fund  the  small  savings  ox 
reserve-wealth  of  the  masses,  and  thus  render  these  as 
available  for  the  employment  of  labour  as  if  they  be- 
longed to  a  single  possessor.  And  also,  banks  supply 
the  knowledge  and  enterprise  requisite  for  the  employ- 
ment of  that  wealth,  which  is  in  great  part  wanting  on 
the  part  of  the  actual  owners  of  it.  Hence  the  banking 
system  accomplishes  the  same  result  as  if  the  wealth  of 
a  country  were  concentrated  in  the  hands  of  a  few  large 
capitalists,  and  yet  allows  of  that  wealth  being  actually 
diffused  among  tens  of  thousands  of  owners.  The  bank- 
ing system,  in  short,  immensely  increases  that  potency  of 
capital  of  which  we  have  spoken  above,  and  which  has 
quite  as  much  to  do  with  national  progress  and  well- 
being  as  the  actual  amoimt  of  the  national  wealth. 

Banks,  we  repeat,  take  the  place  of  large  capitalists : 
so  that  the  money  expended  by  the  wealthy  and  enter- 
prising portion  of  the  community  in  trade  or  industrial 
works,  such  as  railways,  &c.,  although  dispersed  in 
wage-payments  among  the  labouring  classes,  who  do 
not  themselves  employ  the  money  thus  acquired  in  re- 
productive industry,  is  not  thereby  withdrawn  from  pro- 
duction,— seeing  that  it  immediately  finds  its  way  back 
into  the  banks,  who  employ  it  just  as  a  large  capitalist 
would.  If  there  were  no  banks,  a  large  portion  of  the 
money  expended  in  the  construction  of  a  railway  would 
stagnate  as  small  hoards  in  the  hands  of  thousands  of 
owners, — a  very  long  period  would  elapse  before  it  be- 
came again  available  for  production  by  returning  into 
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the  hands  of  large  capitalists :  whereas,  through  the 
agency  of  banks,  the  small  sums  are  quickly  reunited, 
and  become  disposable  anew  for  industrial  investment. 
In  this  way  capital  is  re-coUected  as  soon  as  dispersed : 
and  hence,  by  means  of  Banking,  the  reserve-wealth  of 
a  country,  although  ceaselessly  dispersed  in  industrial 
expenditure,  practically  remains  massed,  or  concentrated 
in  comparatively  few  hands,  and  therefore  in  the  most 
effective  condition  for  augmenting  production. 

In  this  way  a  very  large  amount  of  capital  which 
would  otherwise  become  "  fixed,"  in  consequence  of  its 
being  employed  in  industrial  enterprise,  immediately 
reappears  as  "  floating "  capital,  available  for  similar 
investment  by  other  parties.  But  before  treating  this 
point  in  detail,  we  have  to  show  the  important  part 
which  Banks,  in  unison  with  the  operations  of  Finance, 
play  in  increasing  the  potency  of  capital  by  rendering 
negotiable,  or  readily  convertible  into  money,  very 
many  kinds  of  property  which  otherwise  would  be 
wealth  only  in  a  "  fixed  "  form, — i.  e.,  yielding  interest 
to  its  owner,  but  not  convertible  into  money  at  his 
pleasure. 


VIII. 
NEGOTIABILITY  OF  YALUE 


By  ISTegotiability,  we  mean  the  power  of  converting  a 
commodity,  or  property  of  any  kind,  into  Money.  The 
various  forms  of  Property  differ  greatly  as  regards  their 
negotiability, — some  of  them  being  readily  convertible, 
by  sale  or  loan,  into  money,  and  others  not.  Corn, 
cotton,  coal,  and  iron,  for  example,  are  naturally  more 
convertible  into  money  than  diamonds  are,  because 
there  is  a  wider  and  steadier  demand  or  requirement 
for  the  former  articles  than  for  the  latter.  A  large  estate, 
also,  is  less  readily  negotiable  than  a.  stock  of  corn  or 
cotton :  partly  because  it  is  not  so  divisible  into  small 
portions,  also  because  the  science  of  Finance  has  not 
as  yet  been  so  fuUy  applied  to  landed  property  as  to 
merchandise. 

Any  process  which  increases  the  negotiability  of 
a  commodity,  thereby  increases  its  value.  The  in- 
trinsic value  of  the  commodity  (the  cost  of  its  pro- 
duction) is  not  thereby  augmented,  but  its  exchange- 
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able  value  is :  and  it  is  the  exchangeable  value  of  any- 
thing— i.e.,  the  faculty  of  being  converted  into  other 
commodities — which  constitutes  its  actual  value.  Land, 
for  example,  acquires  no  additional  fertUity  by  being 
rendered  more  readily  convertible  into  money, — ^it  will 
not  grow  a  single  bushel  more  of  corn,  or  support  an 
additional  ox  or  sheep ;  nevertheless  its  effective  value 
is  augmented  by  the  process,  inasmuch  as  its  intrinsic 
value  becomes  more  fully  and  freely  at  the  disposal  of 
its  owner.  A  man  will  give  more  money  for  a  com- 
modity which  he  can  at  pleasure  reconvert  into  money 
than  for  another  of  equal  intrinsic  value  (i.  e.,  whose  cost 
of  production  is  the  same)  which  is  not  readily  convert- 
ible. And  for  this  good  reason,  that  in  the  former  case 
he  is  at  all  times  sure  of  getting  ready  value  for  his 
property, — of  getting  that  value  reconverted  into  money ; 
whereas  in  the  latter  case,  if  he  is  compelled  suddenly 
to  convert  his  property  into  money,  the  probability  is 
that  he  will  have  to  submit  to  accept  less  than  its  in- 
trinsic value  in  order  to  find  a  purchaser. 

This  is  the  state  of  the  case  as  regards  Individuals. 
From  a  National  point  of  view,  the  advantage  of  increas- 
ing the  negotiability  of  property  of  all  kinds  is  equally 
conspicuous.  We  have  seen  the  vast  economy  of 
national  capital  which  Banking  effects :  and  the  larger 
the  amount  of  property  brought  within  the  sphere  of 
banking  operations,  the  greater  is  the  economy, — in 
other  words,  the  more  potent  for  reproduction  does 
the  national  wealth  become.  A  man  who  keeps  his 
reserve-wealth  in  bank,  as  we  have  pointed  out,  has  the 
full  use  of  it,  while  at  the  same  time  nearly  the  whole  of 
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the  amount  is  in  use  by  others.  The  effect,  therefore,  is 
the  same  as  if  the  capital  were  multiplied, — as  if  it  were 
in  two  places,  or  rather  in  the  hands  of  two  individuals, 
at  the  same  time.  Mr  MiU  says  that  if  a  thousand 
pounds  belonging  to  A  be  lent  to  B,  it  is  as  much 
capital  to  B  as  if  it  belonged  to  him;  whUe  A  is 
as  rich  as  before,  since  he  has  a  lien  on  B's  pro- 
perty which  he  can  sell  for  the  amount.  This  is 
true  in  principle ;  but  it  is  obvious  that  the  value 
of  A's  bond  depends  greatly  upon  the  negotiability  of 
that  bond. 

Now,  by  what  means,  and  on  what  principle,  can  this 
quality  of  negotiability  be  imparted  to,  or  increased  as 
regards,  commodities  or  property  of  any  kind  ?  In 
order  to  show  this  point  clearly,  it  is  necessary  to 
observe  what  is  the  fundamental  basis  of  exchange- 
able value  in  its  most  perfect  form, — namely,  in  the 
form  of  money,  or  of  currency  of  any  kind.  What  is 
the  essential  element  to  which  Currency  of  all  kinds 
owes  its  value  ?  It  is  the  knowledge  that  this  par- 
ticular thing  (currency)  will  be  generally  accepted  in 
exchange  for  other  kinds  of  property.  There  are  various 
kinds  of  currency  in  the  world,  but  each  owes  its  value 
to  the  same  cause, — namely,  that  it  is  exchangeable  into 
the  other  kinds  of  currency,  and  also  into  all  kinds  of 
property.  And  that  kind  of  currency  which  most  fully 
possesses  this  exchangeability,  is  the  most  perfect. 

This  element  of  value  was  not  at  first  possessed  even 
by  the  precious  metals.  In  the  form  of  bullion,  gold 
and  silver  are  a  most  imperfect  kind  of  currency  even 
at  the  present  day.     And  in  early  times,  when  money 
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first  began  to  take  the  place  of  barter,  a  man  was  slow- 
to  accept  coins  in  exchange  for  his  goods,  being  imcer- 
tain  whether  or  not  the  other  members  of  the  community 
would  do  the  like.  Still  more  was  he  doubtful  whether 
the  coins  which  he  was  offered  for  his  sheep  or  oxen 
would  suffice  to  procure  for  him  (coeteris  paribus)  the 
same  number  of  sheep  or  oxen  when  he  wanted  them. 
A  Government  decree  was  needed  to  make  this  sure 
— or  at  least  was  the  most  potent  means  of  doing  so, — 
by  announcing  that  the  State  was  ready  to  accept  in 
payment  of  tribute  so  many  of  those  coins  in  lieu  of  so 
many  sheep  or  oxen,  or  of  other  payments-in-kind.  As 
soon  as  the  Government  gave  this  guarantee  for  the 
value  of  the  coins,  they  became  generally  exchangeable. 
Just  so  is  it  with  all  other  kinds  of  currency.  A 
commodity  must  have  an  adequate  extrinsic  guarantee 
of  its  value  as  a  medium  of  exchange — it  must  have  an 
extraneous  value  added  to  or  superimposed  upon  its 
intrinsic  value — before  it  can  become  currency  of  any 
kind. 

COMMERCIAL  CURRENCY. 

In  considering  this  matter,  let  us  first  take  the  case 
of  Bills, — which  play  so  important  a  part  in  the  trading 
operations  of  all  civilised  countries.  Upon  what  basis 
do  biUs  become  commercial  currency — the  wholesale 
currency  of  trade  ?  They  represent  Value ;  they  are 
the  value  of  goods  converted  into  a  negotiable  form. 
Few  men  want  the  goods,  but  the  value  of  the  goods, 
in  the   form  of  a  bill,  is  a  highly  negotiable  thing. 
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Although  few  persons  would  accept  in  payment  a 
cargo  of  cotton  or  sugar,  many  persons  will  take  a 
negotiable  draft  embodying  the  value  of  the  cargo. 
But  before  a  bill  becomes  negotiable,  there  must  be  some 
guarantee  that  the  bill  does  represent  a  certain  value  in 
goods,  and,  still  more,  that  it  will  be  convertible  into 
money  (i.  e.,  paid)  at  a  certain  date.  In  this  way,  some 
other  party  than  the  drawer  of  the  bill  (the  seller  of  the 
goods)  must  intervene  as  a  guarantee. 

As  regards  "  Foreign  "  bills.  A  merchant  in  Calcutta 
ships  goods  to  England  to  the  value  of  £1000,  and  he 
draws  a  bill  for  that  amount  upon  the  merchant  to 
whom  the  goods  are  sold  or  consigned.  He  pins  to 
this  bill  of  exchange  the  bill-of-lading  (the  certificate 
of  the  shipment  of  the  goods,  to  the  holder  of  which 
alone  can  the  goods  be  delivered),  and  takes  these  to 
his  bank,  where  his  character  is  known, — and  the  bank 
buys  (discounts)  the  bill,  giving  him  the  value  of  it  in 
money.  The  bank  has  a  twofold  security  for  this  loan 
or  purchase  * — firstly,  the  goods  which  the  bill  repre- 
sents, of  which  the  bank  gets  possession  by  means  of  the 
bUl-of-lading ;  secondly,  the  general  estate  of  the  drawer, 
which  is  liable  to  the  bank  in  the  event  of  the  bill  not 
being  duly  met  (i.  e.,  paid  at  the  specified  date)  by  the 
merchant  in  England  upon  whom  it  is  drawn,  and  to 
whom  the  goods  have  been  consigned.  The  bank  then 
endorses  the  bill ;  and  the  bill,  thus  guaranteed  by  the 
bank,  becomes  effective  commercial  currency.  Some 
customer  of  the  bank,  who  has  to  send  £1000  to  Eng- 

*  To  discount  a  bill  is  really  to  purchase  it,  taking  a  warranty  of 
its  soundness  from  the  seller — i. «.,  the  person  who  oifers  it  to  the  bank. 


116  COMMERCIAL  CUREENCY. 

land,  takes  this  bill  from  the  bank  instead  of  specie, 
and  transmits  it  by  post  to  his  creditor  in  England ; 
and  this  person,  on  receiving  the  bill,  either  passes  it 
in  payment  to  some  other  merchant,  or  takes  it  to  his 
bank,  where  the  amount  is  placed  to  his  credit  just  as 
if  he  had  paid-in,  or  "  deposited,"  the  same  amount  in 
money  of  the  realm.  The  sequel  of  the  bill's  course  is, 
that  in  due  time  the  merchant  to  whom  the  goods  were 
sent  "  takes  up  "  the  bill  {i.  e.,  pays  the  amount  to  the 
bank),  gets  the  bill-of-lading,  and  therewith  possession 
of  the  goods. 

Such  a  bill  may  also  circulate  without  passing  through 
and  being  endorsed  by  a  bank  at  all.  The  drawer, 
being  a  person  of  good  credit,  may  pass  the  bill  (with 
the  bill-of-lading  attached)  in  payment  to  some  other 
merchant  in  India,  to  whom  he  is  well  known.  This 
latter  endorses  the  bill,  and  then  has  little  difficulty  in 
passing  it  in  payment  to  a  third  party,  who  may  do 
likewise.  And  so  the  bill  may  circulate  through  many 
hands, — growing  more  perfect  as  commercial  currency 
with  each  successive  endorsement;  and  this,  without  the 
bill  ever  having  been  formally  "  accepted  "  by  the  mer- 
chant in  England  upon  whom  it  is  drawn.  The  "  accept- 
ance "  of  a  bill,  in  fact,  as  regards  the  efficacy  of  the  bond 
as  commercial  currency,  is  important  simply  as  making 
two  parties,  instead  of  one,  sureties  for  payment  of  the 
bill ;  and  by  passing  through  several  hands,  each  party 
endorsing  it  in  succession,  a  biU  becomes  of  more  as- 
sured value  than  if  it  had  been  simply  drawn  and  ac- 
cepted in  the  ordinary  course.  A  foreign  biE  upon 
London  occasionally  passes  through  twenty  or  thirty 
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hands  in  successive  payments,  as  currency,  before  being 
accepted  by  the  English  merchant  upon  whom  it  is 
drawn.  We  have  seen  several  cases  in  which  a  three- 
months'  bill  was  not  presented  for  acceptance  in  Lon- 
don until  the  very  day  before  it  became  due  (i.e.,  pay- 
able in  money), — the  bill  having  ceaselessly  acted  as 
commercial  curi'ency  during  the  interval. 

Or  take  the  case  of  a  "  Home"  bill — i.e.,  between  two 
merchants  in  the  same  country :  a  bUl  accepted  in  the 
same  country  where  it  is  drawn.  A  wholesale  mer- 
chant sells  goods  to  the  value  of  £1000  to  a  retail- 
dealer  or  shopkeeper,  and  immediately  draws  a  bOl  for 
the  amount ;  the  shopkeeper  at  once  "  accepts  "  the  bill, 
— i.  e.,  binds  himself  to  pay  the  amount  in  money  at  the 
specified  date.  The  wholesale  merchant  then  discounts 
the  bill  at  his  bank,  where  the  amount,  minus  interest 
for  the  time  the  bill  has  to  run,  is  placed  to  his  credit, 
just  as  if  he  had  paid-in  money ;  or  else  he  uses  the 
biU.  as  currency,  giving  it  in  payment  to  some  other 
merchant,  who  in  turn  may  pay  it  away  to  another,  and 
so  on, — the  bill  increasing  in  repute  as  currency,  as  a 
medium  of  exchange,  in  proportion  to  the  number  and 
quality  of  the  endorsements  which  it  bears. 

It  is  in  this  way  that  goods  become  the  basis  of  a 
currency  suitable  for  Trade.  Merchants  of  established 
credit  make  themselves  responsible  for  payment  of  the 
bill,  which  represents  the  Value  of  goods,  in  money 
at  the  specified  date.  This  guarantee  is  the  great 
element  in  the  negotiability  of  a  bill ;  it  is  this  which 
renders  bills  effective  as  commercial  currency.  The 
value  of  the  goods  is  actually  a  subsidiary  point:  it 
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is  the  guarantee  for  payment  of  tlie  bill  that  is  the 
prime,  and  generally  the  only,  thing  considered.  A 
bill  which  is  not  drawn  upon  goods  at  all — which  is 
simply  a  promise  to  pay  a  certain  sum  of  money  at  a 
certain  date, — if  guaranteed  (i.e.,  drawn,  endorsed,  or 
accepted)  by  persons  of  well-known  credit,  is  as  negoti- 
able as  a  bill  which  is  drawn  upon  goods.  A  merchant 
who  is  offered  a  biU  in  payment  thinks  little  about  the 
quality  and  value  of  the  goods  upon  which  the  bill  may 
be  drawn,  or  whether  any  goods  are  drawn  upon  at  all. 
The  goods  drawn  upon  may  be  of  excellent  value,  but 
he  does  not  want  the  goods, — he  wants  the  value  repre- 
sented by  the  biU ;  and  if  there  is  adequate  security  for 
payment  of  the  bill,  that  is  aU  he  cares  for.  To  show 
how  much — in  most  cases  how  entirely — the  negotia- 
bility of  a  bill  depends,  not  upon  the  goods  upon  which 
it  may  be  drawn,  but  upon  the  guarantee  for  its  pay- 
ment, let  us  take  an  exceptional  case.  Suppose  Baron 
EothschUd  were  to  draw  a  biH  upon  some  person 
abroad,  and  were  then  to  send  the  bill  for  sale  on 
'Change,  the  biU  would  at  once  be  bought  at  full  value, 
simply  on  the  credit  of  the  drawer:  (1)  without  refer- 
ence as  to  whether  it  were  based  upon  goods  ;  (2)  with- 
out being  accepted  by  the  party  upon  whom  it  was 
drawn ;  or  (3)  without  any  one  caring  to  inquire  as  to 
the  credit  of  the  drawee,  or  even  whether  there  were 
such  a  person  in  existence. 

As  long  as  a  merchant  has  only  to  make  the  whole- 
sale payments  of  his  trade,  this  commercial  currency  is 
all  that  he  requires.  A  Calcutta  or  Paris  merchant  who 
holds  a  bill  payable  in  England,  as  long  as  he  requires 
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only  to  make  the  wholesale  payments  of  trade,  does  not 
or  need  not  take  the  bill  to  a  bank  at  all.  He  sends  the 
bill  over  to  some  English  creditor  of  his,  and  discharges 
his  debt  by  the  bill  just  as  thoroughly  as  if  he  had  sent 
payment  in  specie.  Or  else  he  sells  the  bill  to  some 
merchant  in  his  own  country  who  has  to  make  a  pay- 
ment in  England,  and  who  thereupon  makes  this  pay- 
ment by  transmitting  the  bill — or  several  bills,  if  more 
than  one  be  needed  to  make  up  the  required  sum.  An 
English  merchant,  in  fact,  often  receives  in  payment 
from  a  foreign  debtor  a  bundle  of  bills,  drawn  by  differ- 
ent persons  and  in  different  places,  and  the  debt  is 
thereby  discharged  without  the  use  of  specie  or  money 
of  any  kind. 

Such  is  Commercial  Currency.  Such  is  the  medium  of 
exchange  by  which  the  wholesale  operations  of  Trade  are 
carried  on.  But  merchants,  and  all  classes  of  the  com- 
munity, have  need  also  of  another  kind  of  currency.  A 
bill  is  of  no  use  in  making  the  ordinary  retail  payments 
of  life,  nor  is  it  very  effective  even  in  general  payments 
of  any  amount  beyond  the  sphere  of  commercial  busi- 
ness. To  make  these  retail  and  general  payments, 
recourse  must  be  had  (apart  from  the  use  of  metallic 
money)  to  Banking  Currency. 


BANKING  CURRENCY. 

The  conversion  of  Commercial  into  Banking  currency 
is  accomplished  on  the  same  principle  as  the  conversion 
of  the  value  of  goods  into  commercial  currency.    Bills 
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become  a  basis  of  banking  currency,  just  as  goods  are 
made  a  basis  of  commercial  currency.  In  either  case 
there  must  be  superimposed  or  added  to  this  basis  a 
guarantee  of  value,  such  as  will  be  considered  adequate 
and  ample  by  the  class  or  community  among  whom  the 
currency  is  meant  to  circulate. 

A  merchant  who  requires  general  currency,  effective 
for  payments  of  all  kinds  in  his  own  country,  takes 
some  of  his  commercial  currency  {i.  e.,  bills)  to  a 
bank,  and  obtains  in  exchange  banking  currency  — 
bank-notes.  These  Notes  represent  the  value  of  the 
Bnis,  just  as  Bills  represent  the  value  of  Goods.  In 
the  case  of  the  ISTotes,  even  more  than  in  the  case  of 
the  Bills,  the  public  do  not  (practically  cannot)  in- 
quire as  to  the  commodity  whose  value  is  represented : 
the  essential  point  is  that  (whatever  be  the  value  or 
commodity  in  exchange  for  which  the  bank  has  given 
its  notes)  payment  of  the  notes  on  demand  is  secured 
by  the  guarantee  of  parties  of  established  credit.  This 
guarantee  gives  to  the  notes  general  acceptability:  it 
makes  them  "  currency,"  effective  in  payments  of  all 
kinds. 

This  Banking  Currency  must — in  order  to  fulfil  its 
object  as  general  currency — possess  a  more  unquestion- 
able guarantee,  or  at  least  a  guarantee  whose  adequacy 
is  much  more  widely  known,  than  is  requisite  in  the 
case  of  Commercial  currency.  Commercial  bUls  are 
a  currency  meant  to  circulate  within  narrow  limits — 
i.e.,  among  a  few  parties  only,  who  are,  or  who  sup- 
pose themselves  to  be,  cognisant  of  the  solvency  of 
the  individuals  who  issue  or  endorse  the  biUs.     Bank- 
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bills,  in  the  form  of  notes,*  are  a  currency  for  gene- 
ral circulation ;  they  pass  from  hand  to  hand  among 
persons  who  in  great  part  cannot  be  cognisant  of 
the  exact  position  of  the  issuing  bank.  Hence  the 
first  requirement  of  banking  currency  is,  that  it  be 
issued  by  powerful  Companies,  possessing  a  reserve 
of  wealth  amply  adequate  to  insure  the  value  of  the 
notes  (bank-bills)  which  they  issue.  The  second  re- 
quirement is  that,  unlike  commercial  bills  (which  are 
not  payable  till  a  stated  time),  bank-notes  be  always 
payable  in  coin  of  the  realm  by  the  issuing  bank  on 
demand.  Thirdly,  bank-notes  are  issued  for  smaller 
sums  than  commercial  bills  are :  the  latter  being  meant 
for  wholesale  operations,  while  the  former  are  chiefly 
needed  for  retail  payments.  A  merchant  who  is  in  want 
of  currency  for  general  use  takes  a  trade-bill  for  £150  to 
his  bank,  and  thereupon  receives  in  exchange  several 
bank-bills  (notes)  of  small  denomination,  suitable  for 
retail  payments,  and  acceptable  with  the  public.  If, 
instead  of  a  trade-bill,  the  merchant  had  so  many  pounds 
of  gold  or  silver  bullion,  he  would  need  to  do  likewise  if 
he  were  in  want  of  general  currency.  Bullion,  in  truth, 
will  not  circulate  so  freely  as  a  commercial  bill  does. 
A  merchant  may,  indeed,  take  his  bullion  to  the 
Mint,  and  get  it  converted  into  coins  of  the  realm,  but 
he  finds  it  much  easier  to  take  the  bullion  to  the  bank 
and  get  banking  currency  in  exchange  for  it. 

Banking  currency,  in  short,  is  issued  in  exchange  for 

*  We  need  not  here  speak  of  bank  post-bills,  which  fonn  --i  very 
small  part  of  a  bank's  circulation,  and  which  are  not  meant,  or  fitted, 
to  be  general  currency. 
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commercial  currency,  and  also  in  loans  upon  the  deposit 
with  the  bank  of  property  of  various  kinds, — the  bor- 
rower's whole  estate  also  being  liable  in  repayment. 
And  the  currency  thus  issued  circulates  freely :  (1)  from 
the  fact  that,  in  addition  to  the  property  in  exchange  for 
which  the  issue  is  made,  the  capital  and  credit  of  the 
bank  are  an  adequate- guarantee  for  the  value  of  its  bills 
or  notes ;  (2)  that  these  bank-notes  are  payable  in  coins 
of  the  realm  on  demand  ;  and  (3)  that  they  are  for  small 
as  well  as  large  sums,  so  as  to  be  useful  for  all  purposes. 
The  rationale  of  the  process  is  the  same  as  if  a  bank 
were  to  take  a  bill  based  upon  goods  and  guaranteed  by 
two  or  more  good  names, — were  to  endorse  that  bill, 
thereby  adding  the  credit  of  a  great  financial  establish- 
ment to  the  commercial  guarantee  which  the  bill  already 
possessed, — ^and  were  then  to  break  up  the  bill  into  a 
number  of  smaller  bills,  for  the  convenience  of  the  pub- 
lic, at  the  same  time  engaging  to  pay  those  bills  in  coin 
of  the  realm  whenever  the  holders  of  them  should  desire 
it.  The  merchants  remain  liable  to  the  bank  for  pay- 
ment of  the  bills ;  and  the  bank  makes  itself  liable  to 
the  public  for  payment  of  the  notes  which  it  issues  in 
exchange  for  the  biUs. 

The  banks,  of  course,  make  a  profit  on  the  transaction. 
In  order  to  insure  payment  of  their  notes  on  demand, 
they  must  keep  in  hand  an  adequate  amount  of  specie, 
which  yields  no  interest ;  and  they  must  be  reimbursed 
for  this  expense,  as  well  as  compensated  for  the  risks 
of  loss  which  they  incur  from  some  of  the  biUs  proving 
bad.  These  charges,  and  the  cost  of  the  establishment, 
together  constitute  the  "  bank-rate," — the  charge  which 
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a  bank  makes  for  discounting  bills,  or  making  advances 
upon  other  negotiable  securities — i.e.,  for  converting 
these  into  general  currency. 

The  operations  of  Banking,  and  the  economy  thereby 
effected,  are  limited  only  by  the  amount  of  Property 
existing  in  a  readily  negotiable  form.  As  a  bank  under- 
takes to  repay  in  money  the  value  of  the  property  which 
it  accepts  in  deposit,  it  must  take  care  that  the  property 
so  deposited  is  of  a  kind  readily  convertible  into  money, 
and  the  conversion  of  which  does  not  necessitate  the 
bank's  engaging  in  business  other  than  its  own.  Ac- 
cordingly, banks  will  not  receive  in  deposit,  or  lend 
directly  upon,  goods  of  any  kind,  merchandise,  houses 
or  suchlike  forms  of  property :  because,  if  they  did  so, 
they  would  be  liable  to  become  merchants.  In  the 
event  of  the  loans  made  upon  such  securities  not  being 
repaid  at  the  specified  date,  the  banks  would  have  to 
sell  the  goods,  houses,  estates,  &c.,  upon  which  they  had 
given  credit ;  and  this  would  lead  them  into  an  entirely 
dififerent  kind  of  business  from  their  own,  and  one  which 
they  are  not  fitted  to  transact  successfully. 

But  if  a  man  sells  his  goods,  or  his  house,  &c.,  and 
receives  the  value  in  a  bill  payable  at  so  many  weeks 
after  date,  his  property  thereupon  assumes  a  form  upon 
which  banks  wiU  readily  make  a  loan — or  rather  an  ex- 
change of  property, — allowing  their  customer  to  draw 
upon  them  for  the  amount  either  by  cheques,  or  in  notes 
or  coin.  It  is  only  merchants  who  want  merchandise ; 
but  almost  any  one  will  take  in  payment  the  Value  of 
the  merchandise,  in  a  form  convertible  into  money.   An 
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iron-merchant  would  not  accept  a  cargo  of  cotton  in 
discharge  of  a  sum  due  to  him;  because  he  does  not 
deal  in  cotton  goods,  and  has  no  proper  means  of  dis- 
posing of  them :  but  he  will  accept  the  Value  of  that 
cargo  embodied  in  a  negotiable  and  convertible  form, — 
in  a  form  convertible  into  money  without  any  business- 
operation  on  his  part.  It  is  the  same  with  banks.  They 
cannot  legitimately  make  advances  upon  merchandise  ; 
they  have  no  proper  means  of  selling  it  in  the  event  of 
their  loan  upon  the  merchandise  not  being  repaid  at  the 
specified  time.  But  they  wiH  wiUingly  lend  upon  a 
bill  or  bond  (in  other  words,  the  value  of  certaiu  goods 
or  property  guaranteed  by  a  person  of  good  repute  whose 
whole  assets  are  liable  in  payment),  which  in  a  month 
or  three  months'  time  will  be  converted  into  money 
without  any  action  upon  their  part. 


FINANCIAL  CURRENCY. 

Financial  Currency  consists  of  bonds  of  various  kinds, 
and  bearing  different  names.  Like  commercial  cur- 
rency, these  embody  the  Value  of  property,  assured  not 
only  by  the  property  upon  which  they  are  issued,  but 
also  by  an  adequate  extraneous  guarantee,  consisting  of 
the  liability  of  the  whole  assets  of  the  issuer  for  pay- 
ment of  the  amount  of  the  bond.  Pinancial  currency, 
however,  differs  from  commercial  currency  in  two  re- 
spects. Firstly,  it  is  issued  by  Companies  instead  of  by 
individuals ;  and,  secondly,  it  possesses  a  double  guar- 
antee compared  with  Commercial  currency, — inasmuch 
as  the  latter  is  issued  solely  by  the  individual  who  pos- 
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sesses  a  right  to  the  value  of  the  goods  upon  which  the 
boud  is  based,  whereas  Financial  currency  possesses  not 
only  this  basis,  but  also  the  credit  of  the  Company  who 
take  this  bond  and  endorse  it  with  their  own  credit. 

This  extra  guarantee  is  requisite  in  consequence  of  the 
lesser  natural  negotiability  of  the  property  with  which 
financial  companies  deal,  compared  with  ordinary  mer- 
chandise. A  bill  drawn  upon  the  value  of  so  much 
cotton,  corn,  or  other  merchandise,  is  more  negotiable 
than  a  bond  issued  upon  houses  or  land,  inasmuch  as 
there  is  a  steadier  demand  for  the  former  kind  of  pro- 
perty than  for  the  latter, — in  other  words,  the  latter 
commodities  are  in  ordinary  circumstances  less  saleable 
at  their  intrinsic  value  than  the  former.  Hence  an 
extra  guarantee  is  requisite  before  bonds  upon  land, 
houses,  &c.,  become  readily  negotiable  securities:  i.e., 
securities  readily  convertible  into  money,  —  in  other 
words,  securities  in  exchange  for  which  banks  will  allow 
a  customer  to  draw  upon  them  in  money,  or  by  cheques, 
for  the  amount.  Negotiability,  in  short — i.e.,  the  power 
of  converting  property  into  money — depends  upon  the 
readiness  of  banks  to  give  their  currency  in  exchange 
for  the  property  in  question.  And  the  less  negotiable 
any  kind  of  property  is  naturally,  or  in  itself,  the  more 
potent  must  be  the  extraneous  guarantee  for  its  value 
before  banks  will  accept  it  in  exchange  for  the  power 
of  drawing  upon  them  for  the  amount  in  money  or  by 
cheques.  It  is  the  special  object  of  Financial  com- 
panies to  supply  this  extra  guarantee,  in  order  to  bring 
within  the  sphere  of  Banking  operations  many  kinds 
of  property  which  otherwise  would  be  excluded  from  it. 

In  accordance  with  the  principle  of  division  of  labour. 
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financial  companies  may  separately  devote  themselves 
to  distinct  kinds  of  business.  One  may  deal  with  land, 
another  with  houses,  another  with  ships,  and  so  on. 
But  the  entire  operations  of  Finance  may  be  typified  by 
the  Credit  Fancier  and  the  Credit  Mohilier, — the  former 
of  these  Companies  dealing  with  fixed  property  in  the 
form  of  land  and  houses,  and  the  latter  with  movable 
property,  in  the  widest  sense  of  the  term.  By  means  of 
such  Companies,  a  man  who  suddenly  requires  to  con- 
vert a  portion  of  his  property  of  any  kind  into  money, 
can  do  so  without  selling  his  goods  or  property,  and 
much  more  easily  than  by  sale,  by  giving  a  bond  over 
them  to  one  of  those  Companies,  and  getting  it  endorsed 
by  the  Company  (paying  a  commission  on  the  transac- 
tion),— after  which  he  takes  the  bond  to  a  bank,  which 
in  exchange  for  it  will  allow  him  to  draw  for  the  amount 
in  money.  This  is  not  the  precise  form  of  the  transac- 
tion, but  it  is  the  principle :  and  it  is  only  with  the 
generic  nature  of  the  system  that  we  have  to  do  at  this 
stage  of  our  work. 

Financial  companies  are  comparatively  novel  estab- 
lishments in  this  country,  and  it  is  only  natural  that 
some  of  them  should  at  the  outset  have  made  great  mis- 
takes. But  they  are  most  valuable  institutions, — they 
are  a  most  important  addition  to  our  financial  system : 
and  it  is  easy  to  see  that,  alike  in  the  extent  and  in  the 
variety  of  their  operations,  they  are  destined  to  experi- 
ence a  great  development. 

Their  special  function  is  to  increase  the  negotiable 
value  of  aU  kinds  of  property, — in  other  words,  to  bring 
many  kinds  of  property  within  the  sphere  of  banking- 
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operations  which  otherwise  could  not  be  so  included. 
In  fact,  to  use  a  homely  simile,  they  are  to  the  banking- 
system  what  the  art  of  cookery  is  to  the  bodily  frame. 
Just  as  some  kinds  of  food  require  no  culinary  prepara- 
tion, while  others  do ;  so  there  are  some  kinds  of  pro- 
perty naturally  possessed  of  so  much  exchangeable 
value  that  banks  will  readily  deal  in  them,  while  others 
require  their  exchangeable  value  to  be  largely  increased 
before  they  can  be  brought  within  the  operations  of 
banking.  Comparatively  few  raw  articles  are  readily 
assimilated  into  the  human  frame — i.e.,  converted  into 
the  circrdating  fluids  which  support  life ;  but  very 
many  substances  can  be  made  available  for  sustenance 
by  means  of  culinary  science.  In  like  manner,  com- 
paratively few  forms  of  property  naturally  come  within 
the  sphere  of  banking-operations — or,  in  other  words, 
are  readily  convertible  into  the  circulating  medium 
requisite  to  carry  on  trade  and  production ;  but  an 
indefinitely  large  amount  of  property  in  all  forms  may 
be  rendered  convertible  by  means  of  the  science  of 
Finance.  And  every  triumph  of  this  kind  increases  the 
potency  of  capital,  and  with  it  the  power  of  production. 
Every  extension  of  this  financial  economy  tends  to 
augment  the  extent  of  banking-operations.  Finance,  in 
fact,  acts  as  the  cook  by  which  commodities  are  pre- 
pared, or  rendered  suitable,  for  the  operations  of  Bank- 
ing, by  which  their  negotiability,  or  convertibility  into 
general  currency,  is  perfected.  This,  as  has  been  fiilly 
shown  in  previous  chapters,  constitutes  practically  an 
immense  addition  to  the  wealth  of  a  country,  by  giving 
an  increased  potency  to  the  agents  of  production. 
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To  individuals,  the  effect  of  the  conjoint  operations 
of  Banking  and  Financial  companies  is  to  place  their 
wealth  more  fully  and  freely  at  their  disposal,  by  in- 
creasing its  convertibility  into  money,  and  thereby  into 
any  kiad  of  property  at  pleasure.  A  man  who  has 
invested  his  money  in  commodities,  or  substantial 
property  of  most  kinds,  can  now  reconvert  his  pro- 
perty into  money  to  an  extent  never  known  before. 
Suppose  he  has  invested  his  wealth  in  a  "  fixed "  form, 
so  that  in  former  times  he  had  command  only  over 
the  interest  or  annual  profit  on  the  wealth  so  invested, 
he  can  now  (speaking  roundly)  reconvert  that  wealth 
at  pleasure  into  a  "floating"  form  by  exchanging  it 
into  a  bank-credit,  which  enables  him  to  obtain  money 
without  having  to  force  a  sale  of  his  property.  In 
fact,  to  take  an  extreme  yet  nowadays  not  unusual 
case :  Suppose  a  Company,  or  a  few  large  capitalists, 
invest  a  million  in  the  partial  construction  of  a  railway 
— a  form  of  property  not  at  all  saleable,  the  line  not 
being  completed,  and  no  returns  obtainable  on  it :  never- 
theless, by  giving  a  bond  over  the  line  to  a  Finance 
Company,  they  can  get  a  large  portion  of  the  capital 
so  invested  returned  to  them — and  this  they  can  devote 
'  to  the  completion  of  the  railway. 

By  such  processes,  the  old  distinction  between  "  fixed  " 
and  "  floating  "  capital — even  as  regards  the  correct  use 
of  these  terms — has  to  a  great  extent  disappeared ;  and 
an  immense  addition  has  thereby  been  made  to  the 
potency  of  capital,  and  consequently  to  the  agents  or 
media  of  employment  and  production  which  constitute 
the  basis  of  national  progress  and  prosperity. 


IX. 

FIXED  AND  FLOATING  CAPITAL 


The  true  foundation  of  all  Science  is  a  careful  collec- 
tion of  facts,  and  a  correct  description  of  them.  Never- 
theless there  is  a  class  of  writers  who  follow  a  different 
course,  the  result  of  which  is  apparently  to  bewilder 
themselves,  and  certainly  to  puzzle  their  readers.  They 
embody  crude  notions  in  names  and  phrases,  and  there- 
after those  terms  become  to  them  the  great  facts  of  the 
case,  the  foundations  of  all  their  arguments  and  infer- 
ences, while  the  real  facts  are  allowed  to  fall  out  of 
sight  as  if  they  were  mere  accidents  of  the  question. 
The  Terms  become  the  rallying-cry  of  schools  and  sects, 
while  the  poor  Facts  are  left  to  shift  for  themselves. 

In  all  mental  science,  nine-tenths  of  the  points  of 
difference  so  keenly  disputed  arise  purely  from  a  con- 
fusion or  unconscious  disagreement  in  regard  to  the 
meaning  of  the  terms  employed  by  the  belligerent 
writers.  Metaphysical  discussions  have  of  late  fallen 
somewhat  into   disrepute :    and  we   do   not  regret  it. 

I 
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But  the  spirit  which  used  to  delight  in  the  puzzles 
and  colourless  abstractions  of  metaphysics  remains, — 
it  is  a  part  of  human  nature :  and  it  has  to  a  great 
extent  compensated  its  exclusion  from  its  old  fields 
by  invading  others  where  it  is  still  less  wanted.  Mone- 
tary science,  indeed  the  whole  field  of  political  econ- 
omy, has  become  overshadowed  and  darkened  by  this 
inburst  of  the  metaphysical  spirit.  The  present  is  a 
practical  age, — practical  science  is  recognised  as  the 
prime  object  of  study :  but  this  fact  unfortunately  has 
an  unfavourable  side,  seeing  that  it  has  attracted  from 
their  congenial  employment  the  metaphysical  faculties 
of  our  educated  classes,  and  transferred  them  into  a 
field  where  their  bewildering  lucubrations  do  infinitely 
more  harm  than  when  merely  beating  the  wind-bags  of 
abstract  speculation.  The  result  is,  that  many  more 
questions  have  now  to  be  solved  than  before, — questions 
quite  unknown  to  the  practical  mind  of  Adam  Smith. 
Instead  of  having  to  deal  only  with  the  Facts, — and  the 
facts  in  so  wide  a  field  as  this  furnish  ample  study  of 
themselves, — we  have  to  deal  also  with  a  whole  host  of 
bewildering  Terms,  which  have  become  imported  into 
the  discussion. 

We  regret  this :  but  we  must  meet  the  case  as  we  find 
it.  A  writer  who  deals  directly  with  the  Facts  can 
dispense  with  the  term  Capital  altogether.  It  is  simply 
a  very  vague  name,  a  generic  abstraction  of  doubtful 
meaning,  for  very  plain  things :  and  we  should  have 
preferred  to  write  this  work  from  beginning  to  end 
without  using  the  word  Capital  at  all.  But  had  we 
done  so,  we  should  have  failed  to  clear  the  science,  as  it 
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exists  at  present,  of  some  of  its  most  puzzling  elements. 
We  should  have  left  the  terms  Capital,  Fixed  capital, 
Floating  capital.  Loanable  capital,  &c.,  floating  in  the 
air  like  wind-bags, — as  "weapons  of  controversy  powerful 
because  of  their  very  vagueness  and  mystery.  A  "  want 
of  capital,"  a  "  scarcity  of  loanable  capital,"  "  a  too 
great  conversion  of  floating  into  fixed  capital,"  &c.,  are 
phrases  so  frequently  employed  to  explain  monetary 
and  commercial  difficulties,  that  it  is  necessary  clearly 
to  understand  what  is  or  ought  to  be  meant  by  those 
terms. 

Capital  is  described  as  "  Fixed,"  "  Floating,"  or  "  Loan- 
able," according  to  the  conditions  under  which  it  exists. 
The  terms  employed  to  express  those  several  conditions 
are  exceedingly  indefinite  of  themselves,  and  still  more 
imperfect  in  the  significations  hitherto  attached  to  them. 
As  shown  in  a  previous  chapter,  the  conjoint  agency  of 
Financial  companies  and  of  Banking  suffices  to  oblite- 
rate the  distinctions  between  the  various  forms  of  pro- 
perty which  are  brought  under  its  influence.  By  means 
of  Finance,  in  fact,  in  co-operation  with  Banking,  almost 
all  kinds  of  property  may  be  converted  at  will  into 
"floating"  capital.  It  is  the  special  object  and  func- 
tion of  financial  companies  to  mobilise  "  fixed  "  capital : 
or  in  other  words,  in  exchange  for  an  adequate  security 
over  fixed  capital  of  any  kind,  to  allow  the  persons  who 
have  so  invested  their  wealth  to  reconvert  the  greater 
portion  of  it  at  will  into  a  floating  form,  by  giving  them 
a  draft,  or  power  to  draw  upon  a  bank,  for  the  amount. 
Every  year  this  application  of  Finance  is  being  more 
widely  extended;   and  the  time  is  not  distant  when 
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almost  every  kind  of  property  existing  in  forms  wMcli 
we  now  call  "  fixed  "  will  lose  their  character  of  immo- 
hilised  wealth,  and  be  rendered  almost  as  convertible 
into  money  as  commercial  bills  and  Government  secu- 
rities are  at  present. 

But  in  this  chapter  let  us  put  out  of  view  the  opera- 
tion of  Financial  or  Credit  companies  of  all  kinds,  and 
consider  the  transmutation  of  wealth  into  fixed  or  float- 
ing capital  as  if  there  were  no  other  agencies  than  those 
of  Banking  and  of  Sale, — as  if  a  man  could  convert  his 
fixed  capital  into  money  only  by  selling  it,  or  by  getting 
it  wholly  or  partially  converted  into  money  by  the 
legitimate  operations  of  Banking. 


FLOATING  CAPITAL. 

"  Floating "  capital  is  a  term  equivalent  in  meaning 
to  the  secondary  and  narrower  definition  of  Capital 
which  we  have  given  (on  p.  86)  :  namely,  reserve- 
wealth  in  a  mobilised  form, — i.e.,  in  money,  or  in  a 
form  convertible  into  money  at  will  on  demand. 
"  Fixed  "  capital  is  property  in  a  form  not  readily  con- 
vertible either  into  money  or  into  other  kinds  of  pro- 
perty. The  difference  between  these  two  conditions  of 
wealth  is  real  and  substantial :  but  the  line  of  distinc- 
tion between  them  cannot  be  sharply  drawn.  The 
various  kinds  of  property,  as  regards  "negotiability," 
merge  into  one  another  by  almost  imperceptible  grada- 
tions. Moreover,  the  power  of  converting  property  into 
money  depends  not  only  on  the  nature  of  the  property, 
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but  also  upon  the  state  of  what  is  called  the  Money 
Market. 

If  a  man  invests  his  reserve-wealth  in  building  a 
factory  or  sinking  a  mine,  that  wealth  unquestionably 
becomes  fixed  capital;  if  he  keeps  it  in  bank,  it  is 
unquestionably  floating  capital.  Such  is  a  broad  or 
generic  definition  of  these  two  kinds  of  wealth.  But 
suppose  a  man  buys  £20,000  worth  of  shares  or  deben- 
tures in  a  railway  or  other  joint-stock  undertaking  which 
yields  a  dividend:  how  stands  the  case  then?  These 
shares  or  bonds  are  from  the  first  a  marketable  pro- 
perty. In  ordinary  circumstances,  their  possessor  can 
sell  them  when  he  likes.  Or  suppose  he  invests  a  like 
sum  in  the  Funds, — a  species  of  property  which  is 
always  negotiable  or  saleable,  and  at  a  steady  value. 
In  these  two  cases,  and  especially  in  the  latter,  it  is 
doubtful  if  the  capital  so  invested  can  be  termed 
"  fixed."  In  ordinary  circumstances,  certainly,  it  is  not 
"  fixed," — the  securities  in  which  the  capital  has  been 
invested  being  so  readily  convertible  into  money.  Or, 
further,  suppose  a  man  deposits  £20,000  with  a  fijiance 
or  discount  company,  subject  to  a  month's  notice  of 
withdrawal.  Here  it  is  a  hand  fde  deposit  of  capital, 
repayable  in  money  at  a  month's  notice.  Or,  finally, 
suppose  that  the  amount  is  deposited  with  a  bank,  sub- 
ject to  a  week's  notice  of  withdrawal.  In  all  these 
cases ,  there  is  a  certain  degree  of  fixture,  quoad  the 
investor,  yet  in  the  last  case,  at  all  events,  it  would  be 
manifestly  wrong  to  class  the  capital  as  "  fixed." 

The  most  perfect  form  of  floating  capital  (now  that 
private  hoarding  has  been  superseded  by  banking)  is 
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unquestionably  a  deposit  in  bank  payable  in  money  on 
demand.  This  is  the  one  extreme  in  the  category  of 
"  floating  "  capital,  as  the  building  of  a  factory  or  such- 
like work,  or  the  purchase  of  a  large  area  of  unreclaimed 
land,  is  the  extreme  of  "  fixed  "  capital.  And  in  these 
cases  the  wide  difference  in  the  nature  or  character  of 
the  two  forms  of  wealth — namely,  Fixed  and  Floating 
Capital — is  obvious. 


FIXED  CAPITAL. 

Suppose  a  man  invests  £20,000  in  building  a  factory 
and  fitting  it  up  with  costly  machinery :  the  portion  of 
his  wealth  so  invested  is  unquestionably,  so  far  as  he  is 
concerned,  "fixed" — it  exists  as  a  factory:  and  he 
cannot  recover  his  wealth  in  the  mobilised  form  of 
money,  or  in  any  other  form,  without  selling  the  factory. 
Or  suppose  a  company  invests  five  millions  in  the  con- 
struction of  a  railway :  in  this  case  also  the  capital  is 
more  or  less  "  fixed,"  quoad  the  individuals  who  com- 
pose the  company :  it  will  not  even  bear  interest  to  the 
company  until  the  railway  is  constructed,  and  is  work- 
ing so  as  to  yield  a  dividend.  In  each  of  those  cases, 
the  wealth  has  assumed  a  form  which  cannot  be  readily 
changed,  ■ —  which  cannot  readily  be  reconverted  into 
money  or  goods :  it  is  not  readily  saleable  or  negotiable : 
it  is  Fixed  capital. 

Indeed,  when  a  monetary  crisis  occurs,  not  only  good 
railway  shares  and  debentures,  but  even  Consols  and 
other  kinds   of  Government  securities,  become  fixed 
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capital:  in  other  words,  they  become  unnegotiable, — 
wealth  from  which  their  owner  may  derive  interest, 
yearly  or  quarterly,  but  which  for  the  time  he  is  unable 
to  convert  into  money.  At  such  times,  even  wealth 
deposited  in  bank  is  liable  to  a  similar  unnegotiability, 
when  represented  by  cheques,  —  even  cheques,  in  a 
season  of  crisis,  falling  partially  into  disrepute.  This 
is  also,  and  to  a  greater  degree,  the  case  with  good  com- 
mercial bills  :  not  necessarily  from  any  loss  of  credit  on 
the  part  of  the  issuers  of  the  bills,  but  simply  because 
the  banks  at  such  times  (owing  to  causes  which  shall  be 
considered  afterwards)  are  unable  to  give  money  to  the 
ordinary  amount  in  exchange  for  or  purchase  of  those 
bUls. 

The  real  nature  of  fixed  capital  —  using  the  word 
capital  in  its  wider  sense,  that  of  reserve-wealth  in  any 
form — may  be  further  illustrated  thus.  A  person  buUds 
or  buys  a  ship :  this  is  a  conversion  of  capital  into  a 
fixed  form.  As  long  as  the  vessel  remains  in  dock,  it 
is  fixed  capital  in  an  inactive  form :  it  is  not  put  to  use, 
and  it  jdelds  no  return  either  to  its  owner  or  to  any  one 
else.  If  the  owner  use  the  ship  himself,  it  becomes  part 
of  his  stock  in  trade,  part  of  the  capital  employed  in 
his  business, — ^just  the  same  as  a  factory  is  to  a  manu- 
facturer :  he  obtains  a  profit  upon  its  use,  but  his  power 
of  reconverting  it  into  money,  or  into  other  kinds  of 
property,  at  his  will  is  more  or  less  uncertain. 

Then,  again,  the  factory  may  be  leased,  the  railway 
may  be  subsidised,  or  the  ship  may  be  chartered  and 
lent  to  others :  in  each  of  those  cases  the  owner  gets  a 
return  for  his  money  sufficient  not  only  as  interest  on 
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the  capital  wMch  he  has  invested,  but  also  to  compen- 
sate for  the  loss  of  value  which  bis  property  undergoes 
from  tear  and  wear.  His  power  of  resuming  possession 
of  bis  capital  in  the  form  of  money,  or  of  exchanging 
it  for  goods  of  any  kind,  being  lessened  by  the  fact  that 
he  has  allowed  his  property  to  pass  at  least  for  a  time 
into  the  possession  of  others. 

"  Kxed  "  Capital,  therefore,  is  wealth  which  is  either 
temporarily  removed  from  the  free  disposal  of  its  owners, 
or  which  exists  in  a  form  not  readily  convertible  by  them 
into  goods  or  money.  Quoad  its  owners,  the  capital  so 
invested  is  rightly  termed  fixed :  but  what  becomes  of 
the  amount  in  the  new  hands  into  which  it  has  passed 
in  the  process  of  creating  this  "  fixed  "  capital, — for  ex- 
ample, in  the  expenditure  requisite  for  the  construction 
of  the  factory,  railway,  or  ship  ?  And  further,  what 
relation  has  this  fixture  of  capital  by  certain  individuals 
to  the  amount  of  wealth  available,  either  for  loans,  or 
for  industrial  employment  by  its  owners,  in  the  com- 
munity at  large  ? 

If  a  man  builds  a  factory,  if  a  company  constructs  a 
railway,  or  a  person  builds  or  buys  a  ship,  the  capital 
so  invested  simply  passes  from  one  man,  or  set  of  men, 
into  the  hands  of  others.  It  is  (or  may  be)  fixed  as 
regards  the  investors,  but  it  passes  to  other  men  in  the 
form  of  floating  capital.  It  never  becomes  fixed  quoad 
one  man  without  simultaneously  becoming  floating 
capital  in  the  hands  of  others.  A  conversion  of  float- 
ing capital  into  fixed,  in  a  national  point  of  view,  in- 
volves simply  a  transfer  of  wealth :  the  result  of  which 
transfer  is,  that  the  capital  sum  no  longer  remains  at  the 
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free  disposal  of  its  owner,  but  either  becomes  reserve- 
wealth  in  bank  belonging  to  others,  or  is  added  to  the 
amount  of  money  in  active  circulation.  The  capital  so 
invested  is  "  fixed  "  as  regards  its  original  owners,  but  it 
is  not  fixed  in  the  hands  of  those  to  whom  it  is  trans- 
ferred. A  company  pays  away  several  millions  in  the 
construction  of  a  railway — it  gets  the  railway  in  ex- 
change for  its  capital,  —  but  this  capital  is  not  de- 
stroyed by  the  operation :  it  continues  in  existence,  and 
in  full  (or  at  least  only  momentarily  impaired)  efELciency, 
in  the  new  hands  into  which  it  passes.  A  portion  of  it 
may  pass  into  active  circulation — in  other  words,  may 
be  kept  in  the  pockets  of  individuals  to  meet  their 
daily  purchases — and  thereby  is  withdrawn  from  the 
Money -Market ;  but  by  far  the  greater  part  of  it  is 
immediately  re-deposited  in  bank,  and  continues  to  be 
loaiiable  capital  although  its  ownership  is  changed. 

What  some  men  pay  away,  others  must  receive. 
What,  then,  becomes  of  the  capital  in  this  secondary- 
stage  of  the  transaction :  namely,  in  the  hands  of  those 
to  whom  it  is  transferred  ? 

It  is  a  common  thing  for  theorists  on  this  subject  to 
talk  as  if  the  capital  invested  in  the  construction  of  fac- 
tories, railways,  &c.,  became  permanently  fixed,  and  with- 
drawn from  further  use  by  the  community.  They  speak 
as  if  the  notes  and  coin  employed  in  the  construction  of 
such  works  were  actually  converted  into  them, — as  the 
stones  withdrawn  from  a  quarry  are  permanently  locked 
up  in  the  edifices  for  the  construction  of  which  they 
are  employed.  They  speak  as  if  the  sovereigns  and 
bank-notes  were  actually  built  up  in  factories  and  rail- 
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■way-tridges, — permanently  transmuted  into  embank- 
ments, engines,  carriages,  stokers,  and  railway  porters. 
This,  of  course,  is  a  total  mistake.  The  capital  invested 
in  the  construction  of  a  railway  is  immediately  trans- 
ferred to  the  contractors,  engineers,  workmen,  and 
others  employed  in  making  the  line,  in  the  form  of 
payments  and  wages ;  and,  either  directly  or  indirectly, 
this  money  finds  its  way  back  to  the  banks  in  the  shape 
of  new  deposits.  The  transaction  involves  merely  a 
transference  of  banking-deposits  from  the  shareholders 
of  the  company  to  the  constructors  of  the  railway. 
What  is  withdrawn  by  the  former  is  returned  by  the 
latter.  Or  rather,  hardly  any  capital  is  withdrawn  from 
bank  at  all :  it  is  simply  transferred  in  bank  from  the 
credit  of  some  individuals  to  that  of  others. 

Let  us  take  the  case  of  the  Railway,  and  see  how  far 
the  construction  of  such  a  work  involves  a  real  fixture 
of  capital, — or,  speaking  roundly,  a  withdrawal  of  capi- 
tal in  any  shape  from  banks,  which  nowadays  are  the 
storehouses  wherein  is  deposited  nearly  all  the  reserve- 
wealth  of  the  community.  On  the  part  of  the  engineers, 
contractors,  and  other  employes  who  belong  to  the  middle 
class,  the  capital  so  received  is  redeposited  in  bank  in- 
stantaneously,— or  rather  it  is  never  withdrawn.  These 
persons  receive  payment  in  the-  form  of  cheques,  and 
those  cheques  are  immediately  paid-in — it  may  be  to 
the  same  bank  which  issued  them,  or,  at  all  events,  to 
some  bank  with  which  the  bank  which  issued  the 
cheques  settles  accounts  through  the  Clearing-House. 
In  this  case,  obviously,  no  capital  in  any  shape  is  with- 
drawn from  bank  at  all:    the  banks  have  as  much 
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capital  in  their  keeping  as  before.  On  the  other  hand, 
that  portion  of  the  expended  capital  which  is  paid  to 
the  working-classes  in  wages  is  withdrawn  from  bank 
in  the  shape  of  notes  and  coin :  but  it  quickly  returns 
into  bank  again.  In  the  course  of  a  week  or  a  fort- 
night, it  is  all  paid  to  shopkeepers,  who  soon  afterwards 
pay  it  into  bank.  Accordingly,  in  about  a  month's 
time,  the  entire  amount  of  the  floating  capital  with- 
drawn from  banks  for  the  construction  of  a  railway, 
or  suchlike  work,  is  returned  to  the  banks,  reappear- 
ing in  its  old  form.  Therefore  the  only  fixture  of  capi- 
tal, quoad  the  community,  which  takes  place  in  the 
construction  of  a  railway,  consists  in  the  temporary 
absence  from  bank  of  that  portion  of  the  capital  so 
invested  which  is  paid  in  wages  to  the  working-classes. 
And  this  absence  is  not,  as  we  have  seen,  of  any  long 
duration. 

But  let  us  look  more  closely  into  this  expenditure,  in 
order  to  ascertain  with  precision  how  much  of  the  capital 
becomes  "  fixed  "  even  in  the  sense  of  being  temporarily 
withdrawn  from  bank.  In  the  first  place  it  is  to  be 
observed  that,  although  the  construction  of  a  railway  or 
other  large  work  may  require  an  expenditure  of  five 
millions  sterling,  only  a  fraction  of  that  amount  is  in  use 
at  one  time.  The  amount  is  called  up  from  the  share- 
holders and  invested  in  the  work  by  instalments, — one 
instalment  being  nearly  aU  spent  before  the  other  is 
used.  Say  that  the  work  is  to  be  completed  in  two 
years :  the  expenditure  will  amount  to  about  £600,000 
each  quarter,  or  £200,000  a-month.  But  the  capital 
withdrawn  from  bank  is  but  a  small  part  of  this  amount. 
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Nine-tenths  of  the  expenditure  is  made  by  cheques,  which 
at  most  occasion  a  transfer  of  securities  at  the  Bank  of 
England  from  one  bank's  credit  to  another's.  In  fact, 
it  is  only  for  the  payment  of  wages  of  the  labourers 
employed  in  connection  with  the  railway,  that  capital 
in  any  form  is  withdrawn  from  [the  banks  at  all. 
Now  then,  as  only  £200,000  of  capital  is  called  into 
play  each  month,  and  as  only  one-tenth  of  this  ex- 
penditure is  made  in  the  form  of  money  (notes  and 
coin),  and  as  this  money  iinds  its  way  back  into  bank 
in  a  month's  time,  the  total  "  fixture "  of  capital  occa- 
sioned by  the  construction  of  such  a  work  would  not 
at  any  one  time  exceed  £20,000.  And  this  amount, 
as  we  have  said,  returns  to  bank  in  a  month's  time 
at  most. 

This  serves  to  explain  how  it  happens  that,  although 
the  so-called  conversion  of  floating  into  fixed  capital — 
in  other  words,  the  amount  of  enterprise  in  the  con- 
struction of  factories,  railways,  ships,  &c. — is  now  so 
enormously  greater  than  it  was  twenty  years  ago,  the 
amount  of  floating  capital  not  in  bank  (but  "  fixed "  in 
the  active  circulation  of  the  country)  is  comparatively 
little  greater  than  before.  The  amount  of  money  in 
England,  in  the  form  of  bank-notes,  is  no  greater  than 
it  was  twenty  years  ago.  The  addition  that  has  been 
made  to  the  currency  has  been  entirely  in  the  form  of 
coin  (no  notes  under  £5  being  allowed  in  England),  for 
the  purpose  of  retail  payments,  such  as  shopping-pur- 
chases and  wages.  As  appears  from  the  returns  of  the 
Mint,  this  increase  of  the  metallic  currency,  this  ab- 
sorption of  capital  in  the  form  of  specie,  has  averaged 
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about  five  millions  sterling  a-year*  And  this  amount 
represents,  as  regards  the  community  as  a  whole,  the 
sum-total  of  the  results  of  our  conversion  of  capital  into 
a  "  fixed "  form,  as  a  necessary  accompaniment  of  the 
vast  increase  of  trade  and  industrial  enterprise. 

In  point  of  fact,  then,  if  we  analyse  the  facts  of  the 
case,  it  appears  that  the  only  effect  of  the  so-called 
conversion  of  floating  into  fixed  capital,  as  regards  the 
com/munity  as  a  whole,  is  represented  by  the  additional 
amount  of  capital  thereby  absorbed  in  the  form  of 
money  in  the  active  circulation — i.  e.,  which  is  tem- 
porarily or  permanently  withdrawn  from  bank  for  that 
purpose. 

In  short,  as  regards  an  absorption  of  capital  quoad  the 
community  as  a  whole,  the  so-called  conversion  of  float- 
ing into  fixed  capital  is  equivalent  simply  to  an  increase 
of  business  or  of  monetary  transactions.  The  capital 
which  becomes  fixed  quoad  one  man  becomes  floating 
in  the  hands  of  others.f  The  greater  the  amount  of 
buying  and  selling — at  least  in  the  shape  of  small  or 
retail  payments,  such  as  wages  and  shopping-purchases 
— the  greater  the  amount  of  money  required  to  carry  it 
on :  hence  an  increase  of  trade  and  industrial  employ- 
ment (which  is  the  natural  accompaniment  of  an  in- 


*  See  supra,  p.  43. 

t  Socially,  indeed,  the  process,  instead  of  being  called  a  fisture  of 
capital,  might  more  truly  he  described  as  a  liquefaction  of  capital, — it 
is  a  splitting  up  of  a  large  amount  of  capital  into  a  thousand  small 
portions :  and  hence  the  construction  of  a  railway,  or  other  large  work, 
is  often  and  rightly  proposed  as  a  means  of  disseminating  wealth  in  an 
impoverished  district, — as,  for  example,  in  Ireland. 
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creased  conversion  of  capital  into  a  "  fixed  "  form)  pro- 
diices  an  increased  absorption  of  money,  usually  in  the 
form  of  coin.  At  the  same  time  it  is  to  be  borne  in 
mind  that  this  additional  amount  of  capital  absorbed  in 
the  circulation,  does  not  cause  any  diminution  in  the 
amount  of  a  nation's  reserve- wealth,  but  is  only  a  deduc- 
tion from  the  addition  which  is  yearly  being  made  to 
that  wealth.  For,  every  increase  of  business,  by  in- 
creasing profits,  adds  to  the  capital  or  reserve-wealth  of 
a  country  or  of  individuals,  alike  in  a  fixed  and  in  a 
floating  form.  The  five  millions  sterling  which  are 
being  yearly  absorbed  in  addition  to  our  metallic  cur- 
rency do  not  constitute  any  deduction  from  the  amount 
of  capital  in  bank,  available  for  loans ;  they  are  merely 
a  deduction  from  the  annual  increase  of  that  reserve- 
wealth. 

Having  thus  winnowed  the  chaff  and  come  to  the  net 
grains  of  truth  in  this  matter,  we  find  that  the  so-called 
conversion  of  capital  into  a  fixed  form  is,  as  regards  the 
community  as  a  whole,  identical,  alike  in  its  nature  and 
its  effects,  with  an  increase  of  industrial  employment, 
— occasioning  a  comparatively  trifling  addition  to  the 
amount  of  capital,  "fixed"  or  absorbed  in  the  circula- 
tion, in  the  form  of  money.  It  means  simply  a  with- 
drawal of  money  from  bank.  And  as  no  addition  can 
at  present  be  made  to  the  issue  of  bank-notes,  except 
an  equal  amount  of  gold  be  added  to  the  stock  in  bank, 
this  is  equivalent  to  an  additional  requirement  for 
specie. 

A  point  of  much  practical  importance  remains  to  be 
noticed. — An  increase   in  the  monetary  requirements 


FIXED   CAPITAL.  143 

of  the  community  may,  and  frequently  does,  take 
place  without  any  increase  of  Trade  or  industrial  em- 
ployment. For  example,  at  Quarter-day,  when  the  divi- 
dends on  the  ISTational  Debt  and  other  payments  are 
made,  nearly  two  millions  sterling  in  notes  and  coin  are 
temporarily  needed  from  the  Bank  of  England  to  make 
those  payments,  in  excess  of  the  ordinary  monetary  re- 
quirements of  the  community.  The  Bank  pays  out  this 
sum, — and  two  or  three  weeks  elapse  before  the  money 
finds  its  way  back  to  the  Bank.  This  is  actually  as 
much  a  conversion  of  "  floating ''  into  "  fixed  "  capital  as 
the  construction  of  a  railway  is.  And  in  amount  this 
absorption  of  money  is  far  greater  than  is  occasioned, 
during  the  same  length  of  time,  by  the  construction 
of  any  railway.  This  is  not  a  point  of  merely  theoret- 
ical importance.  As  a  matter  of  fact,  the  Bank,  in  re- 
gard to  the  payments  at  Quarter-day,  acts  exactly  as  if 
these  were,  quoad  it,  a  conversion  of  floating  into  fixed 
capital.  (And  so  they  are :  only  the  Bank  knows  exactly 
the  time  when  the  money  will  return,  and  need  not  act 
with  the  same  stringency  as  in  other  cases.)  Hence  it 
is  that  the  month  of  October,  when  Quarter-day  occurs 
contemporaneously  with  the  increased  monetary  require- 
ments of  tourists  and  of  harvest-time,  is  usually  the  most 
critical  period  of  the  year  in  monetary  affairs.  These 
periodical  payments,  then,  have  the  same  effect  on  the 
monetary  condition  of  this  country  as  any  "  fixture  "  of 
capital  connected  with  the  construction  of  a  railway,  or 
any  other  increase  of  industrial  investments. 

This  fact  serves  to  demonstrate  the  correctness  of  the 
conclusion  at  which  we  had  already  arrived— namely. 
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that  the  only  effect  of  the  so-called  "  conversion  of 
floating  into  fixed  capital,"  as  regards  the  amount  of 
wealth  in  a  country  available  for  employment,  is  repre- 
sented by  the  additional  amount  of  money  required  for 
active  circulation — and  which  consequently  is  with- 
drawn from  the  banks  for  that  purpose. 

Hence,  whatever  be  the  effects  upon  the  monetary  or 
financial  condition  of  this  country  attributed  to  the 
"  conversion  of  fioating  into  fixed  capital,"  there  always 
exists  a  practical  and  readily  available  test  of  the  cor- 
rectness of  such  opinions.  All-  such  conversions  of 
capital  from  a  "  floating "  into  a  "  fixed "  form,  are 
exactly  represented  by  the  amount  of  money  (notes  and 
coin)  withdrawn  from  bank,  and  temporarily  or  per- 
manently *  absorbed  in  the  circulation, — i.  e.,  added  to 
the  amount  already  in  use  in  the  hands  of  the  public. 
The  only  effect  of  such  conversions,  we  repeat,  as  regards 
the  community  as  a  whole,  is  the  amount  of  notes  and 
coin  withdrawn  from  the  stock  of  money  by  which 
banks  are  enabled  to  carry  on  their  business. 

This  brings  us  to  the  consideration  of  the  last  of  the 
various  terms  applied,  in  monetary  discussions,  to  the 
conditions  of  wealth — namely,  to  "  loanable  capital." 

*  The  "permanent"  absorption  of  money  in  this  country — using 
the  term  in  contradistinction  to  the  "temporary"  withdrawal  of 
money  from  bank,  which  varies  from  month  to  month — is  a  quantity 
which  can  he  definitely  ascertained.  All  the  specie  absorbed  in  the 
circulation  is  represented  in  the  returns  of  the  Mint,  while  the  amount 
of  bank-notes  absorbed  by  the  public  and  by  the  non-issuing  banks  is 
represented  by  the  returns  of  the  banks  of  issue.  • 


X. 

LOANABLE  CAPITAL 


What  is  meant  in  monetary  discussions  by  "  loanable 
capital  ? "  Or  rather,  what  is  the  legitimate  definition 
of  this  term  in  Monetary  Science  ? 

Obviously,  any  form  or  kind  of  capital  (reserve-wealth) 
may  be  loaned.  A  merchant  or  a  producer  may  lend 
his  goods  on  getting  in  exchange  for  them  a  bill,  or  pro- 
mise to  pay  their  value  in  money  at  a  certain  date :  and 
the  sum  named  in  the  bill  includes  the  interest  on  the 
loan  of  the  goods.  One  may  also  lend  houses  or  land, 
getting  interest  on  the  loan  in  the  form  of  Eent ;  or 
horses  and  carriages,  books,  plate,  furniture,  what  you 
please, — getting  interest  thereon  as  Hire.  But  these 
various  kinds  of  property  are  not  "  loanable  capital "  in 
the  sense  of  the  term  as  used  in  monetary  science. 
When  so  used,  the  term  has  evidently  a  very  much 
narrower  signification.  WeU,  then,  what  is  the  pre- 
cise meaning  in  which  the  term  can  be  legitimately 
employed  ? — what  special  form  of  Value  is  it  which,  in 
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monetary  discussions,  is  designated,  or  which  can  be 
properly  designated,  as  "  loanable  capital "  ? 

As  already  shown,  wherever  the  Banking-system  is 
fully  established,  banks  take  the  place  of  large  capital- 
ists. Banks  are,  in  fact,  the  only  source  from  which 
loans  can  be  obtained.  ,  A  capitalist  keeps  none  of  his 
reserve -wealth  in  his  own  hands,  in  his  safe  or  his 
strong-box :  it  is  deposited  in  bank  :  And  when  he 
draws  it  out,  by  making  a  loan,  the  bank's  power  of 
making  loans  is  diminished  just  as  if  the  loan  were 
made  by  the  bank  itself  Hence  "loanable  capital," 
in  "discussions  of  this  kind,  means  simply  the  power  of 
banks  to  make  loans, — or,  to  speak  correctly,  their  power 
of  allowing  the  public,  in  exchange  for  negotiable  pro- 
perty deposited  with  them,  to  draw  upon  them  for  a 
given  sum,  whether  by  cheques,  or  in  specie,  or  in  notes 
convertible  into  coin  of  the  realm  on  demand. 

An  embarrassment  which  takes  the  form  of  "  a  want 
of  loanable  capital "  may  have  two  different  sources.  It 
may  be  a  commercial  difficulty,  or  it  may  be  a  banking 
difficulty.  In  the  one  case  the  source  of  the  embarrass- 
ment lies  with  the  public ;  in  the  other  case  it  lies  with 
the  banks.  The  embarrassment  may  arise  from  the 
public  not  having  an  adequate  amount  of  property  in  a 
suitable  form  to  offer  to  the  banks  in  exchange  for  the 
power  of  drawing  upon  them :  the  public  may  not  have 
the  proper  means  for  obtaining  from  the  banks  the 
required  amount  of  money  or  banking-currency.  Or 
it  may  arise  from  the  banks  not  being  in  a  position 
to  make  such  exchanges  of  property  or  Value  to  the 
required  extent :  in  other  words,  the  banks  may  not  be 
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able  to  undertake  the  liability  of  paying  the  amount 
of  such  exchanges  in  money.  As  long  as  the  public, 
or  the  individuals  who  require  this  banking  accom- 
modation, have  an  adequate  amount  of  suitable  pro- 
perty to  offer  to  the  banks  in  exchange  for  the  power 
of  drawing  upon  them  by  cheques,  or  in  notes  or  coin, 
the  difficulty  cannot  possibly  arise  from  "  a  want  of 
capital"  on  the  part  of  the  public.  In  this  case,  the 
public  is  able  to  fulfil  its  part  in  the  transaction :  but 
the  banks  may  not  be  able  to  meet  the  demand.  Be- 
fore they  can  safely  give  to  the  public  a  power  to  draw 
upon  them,  in  exchange  for  property  deposited  with 
them,  banks  must  consider  whether  they  are  in  a  posi- 
tion to  meet  the  demand  likely  to  be  made  upon  them 
for  payment  of  the  liabilities  which  they  thus  incur  in 
the  form  of  money — notes  or  coin. 

It  is  true  that — as  seen  in  our  opening  chapter — it  is 
only  a  very  small  portion  of  the  liabilities  thus  under- 
taken by  banks  that  they  are  called  upon  to  pay  in 
money.  Fully  nine-tenths  of  the  amount  of  these  loans 
(so  to  call  them)  are  never  withdrawn  from  bank  at  all : 
the  persons  who  get  the  loans,  in  exchange  for  the  de- 
posit of  property,  simply  draw  cheques  for  the  amount, 
— which  at  most  involves  a  transference  of  securities 
in  the  Bank  of  England  from  one  bank's  credit  to  an- 
other's— no  money  being  withdrawn  from  any  of  the 
banks.  But  the  extent  to  which  banks  are  caUed  upon 
to  pay  these  liabilities  in  money  is  a  variable  quantity; 
and  at  certain  times  and  under  certain  circumstances  it 
becomes  much  greater  than  usual. 

For  example  (1),  during  a  commercial  panic,  payment 
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in  cheques  is  sometimes  refused,  and  payment  in  money 
required, — not  from  any  distrust  of  the  bank  upon  which 
the  cheques  are  drawn,  but  because  the  creditor  doiibts 
whether  his  debtor  has  really  an  adequate  balance  at  his 
banker's.  In  this  way,  at  such  times,  there  is  an  in- 
creased requirement  upon  the  banks  for  payment  of  their 
liabilities  ia  notes.  Or  again  (2),  the  credit  of  certain 
banks  may  become  impaired,  and  thereupon  a  portion  of 
their  customers  demand  payment  of  their  deposits  in 
coin,  or  in  the  notes  of  other  banks  whose  credit  is  un- 
impaired. In  the  former  case,  the  credit  of  the  banks 
being  unquestioned,  they  may  meet  the  demand  simply 
by  issuing  more  notes,  which  the  public  are  willing  to 
receive.  In  the  latter  case,  the  particular  banks  which 
have  become  discredited  must  supply  themselves  either 
with  more  specie,  or  with  an  equal  amount  of  notes 
from  the  other  banks  whose  credit  is  untouched.  Or 
lastly  (3),  a  difficulty  may  arise  without  any  loss  of 
credit  either  upon  the  part  of  the  banks  or  of  the 
commercial  classes, — simply  owing  to  an  unusual  re- 
quirement for  specie  to  send  abroad :  in  this  case  the 
stock  of  specie  in  bank  is  unusually  diminished,  and 
the  banks  are  forced  to  contract  their  usual  amount  of 
accommodation  to  the  public,  seeing  that  such  liabilities 
may  possibly  have  to  be  met  by  payment  in  specie. 

Such,  then,  is  "  loanable  capital ; "  and  such  are  the 
various  causes  from  which  a  want  of  loanable  capital  may 
arise.  The  source  of  the  embarrassment  may  lie  with 
the  public,  or  it  may  pertain  to  the  banks.  In  the  one 
case  the  embarrassment  is  occasioned  by  the  public  not 
having  an  adequate  amount  of  suitable  securities  to 
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offer  to  the  banks ;  in  the  other,  it  arises  from  the  banks 
not  being  in  a  position  to  supply  the  amount  of  accom- 
modation requisite  to  meet  the  wants  of  the  community. 
Having  reached  this  point,  we  are  brought  face  to 
face  with  the  most  vital  and  practically  important  point 
in  monetary  science, — namely,  the  rate  of  interest — the 
charge  made  for  the  use  of  loanable  capital.  But  before 
we  can  profitably  discuss  this  question,  we  must  first 
clearly  elucidate  the  causes  of  banking-embarrassments, 
— in  which  are  included  the  circumstances  which  at 
times  tend  to  diminish  the  supply  of  loanable  capital, 
and  which  thereby  enhance  the  rate  of  interest. 


■   XL 
BANKING  EMBAEEASSMENTS 


In  the  opening  chapter,  we  exhibited  the  wonderful 
system  of  Credit  which  an  advanced  civilisation  has 
called  into  existence,  and  the  immense  benefits  which 
that  system  confers  upon  the  community.  Let  us  now 
consider  the  embarrassments  to  which  this  exquisite 
monetary  fabric  is  exposed,  the  manner  in  which  they 
arise,  and  the  remedies  by  which  they  may  be  met. 

Banking  embarrassments  may  arise  from  two  diffe- 
rent sources :  namely,  in  connection  either  with  the 
Note-issues,  or  with  the  Deposits.  The  common  opinion 
which  regards  note-issues  as  the  great  source  of  peril 
to  banks,  is  a  mistake.  The  grand  source  of  embar- 
rassment to  banks  (and  the  sole  embarrassment  when 
banking  is  untrammelled  by  legislative  restrictions  upon 
the  issue  of  notes)  is  a  demand  for  specie ;  and  in  all 
circumstances,  whether  a  bank's  credit  be  perfect  or 
unsound,  such  drains  are  made  chiefly  by  the  Deposi- 
tors.   Heavy  drains  of  specie  may  take  place  upon  a 
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bank — and  such  drains  most  frequently  are  made  upon 
the  Bank  of  England  itself — without  the  slightest  loss 
of  confidence  in  the  hank  upon  which  the  demand  is 
made,  and  simply  in  consequence  of  an  unusual  amount 
of  specie  being  required  for  export. 

"Whatsoever  be  the  cause  of  the  demand,  there  never  is, 
or  can  be,  a  run  for  specie  apart  from  a  run  for  deposits. 
A  run  for  specie  in  exchange  for  notes  never  occurs 
except  in  those  rare  cases  where  a  bank  loses  credit, 
and  becomes  distrusted  by  the  community.  But  even  in 
those  cases,  the  run  for  deposits  constitutes  by  far  the 
largest  portion  of  a  bank's  embarrassments.  And  this 
is  natural.  Firstly,  because  under  a  free  system  of 
banking — i.e.,  where  there  is  no  monopoly  of  the  right 
to  issue  notes — the  note-circulation  of  a  bank  forms  a 
very  small  part  of  its  liabihties.  In  Scotland,  for  ex- 
ample, the  note-circulation  amounts  on  the  average 
to  only  one-fifteenth  of  the  amount  of  each  bank's 
deposits.  Secondly,  under  any  system  of  banking,  if 
the  holders  of  notes,  who  seldom  have  more  than  £5 
or  £10  in  hand,  lose  faith  in  a  bank,  the  depositors, 
who  have  thousands  at  stake,  still  more  early  and 
surely  take  alarm.  The  note-issues  of  a  bank,  however 
large  they  may  be,  are  practically  the  least  of  its  liabil- 
ities. There  would  be  panics  and  runs  upon  the  banks, 
and,  practically  speaking,  to  the  same  extent  as  now, 
though  the  banks  did  not  issue  a  single  note.  In  fact 
the  most  terrible  panic  and  monetary  crisis  of  recent 
times  was  that  which  occurred  in  1857  in  Hamburg, 
where  the  currency  consisted  entirely  of  specie.* 
*  See  The  Economy  of  CapUal,  p.  442-3. 
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It  is  also  most  worthy  of  notice,  that  a  tremendous 
drain  of  specie  may  take  place  -without  the  notes  of  the 
bank  upon  which  the  run  is  made  experiencing  the 
least  discredit.  Take  two  remarkable  cases : — It  was 
not  a  run  for  gold  in  exchange  for  notes  which  caused 
the  memorable  suspension  of  cash-payments  in  Eng- 
land in  1797 :  it  was  a  demand  for  payment  of  deposits 
in  specie, — the  specie  being  required  for  export  in  pay- 
ment of  the  loans  which  the  British  Government  was 
then  making  to  foreign  Powers.  Again,  in  the  terrible 
panic  of  1826,  when  the  specie  in  the  Bank  of  England 
was  all  but  exhausted,  the  notes  of  the  Bank  not  only 
circulated  freely,  and  at  their  full  value,  but  were  even 
more  eagerly  in  request  than  usual.  All  that  the 
public  wanted  during  those  terrible  crises  was  notes  of 
the  Bank ;  and  as  soon  as  the  Directors  reversed  their 
policy  of  restriction,  and  issued  their  notes  freely,  panic 
was  at  an  end.*  In  such  cases,  an  increased  issue  of 
notes  actually  lessens  the  demand  upon  the  bank  for 
specie. 

Moreover,  under  a  system  of  "convertibility" — i.e., 
where  the  banks  are  bound  to  pay  coin  for  their  notes 
on  demand, — there  cannot  be  any  over-issue  of  banking- 
currency,  or  depreciation  of  the  note.  "Why  ?  Obviously 
thus.  Bank-notes  are  issued  either  to  depositors  pure 
(i.  e.,  to  persons  who  simply  deposit  their  spare  wealth 
with  the  bank),  or  to  borrowers,  understanding  by  that 
phrase  persons  who  take  negotiable  securities  to  the 
banks  to  be  exchanged  for  banking-currency.  An  actual 
depositor,  being  free  to  demand  either  notes  or  specie, 
*  See  The  Economy  of  Capital,  p.  101-2. 
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will  certainly  not  accept  repayment  in  notes  if  lie  jBnds 
that  the  notes  will  not  buy  as  much  goods  as  the  same 
sum  in  specie  does.  Neither  will  borrowers.  A  cus- 
tomer of  the  bank  who  discoimts  a  bill,  or  who  gets  an 
advance  upon  securities,  the  amount  of  which  is  placed 
to  his  credit  in  the  bank's  ledger,  can  (like  depositors 
pure)  draw  for  the  amount  either  in  specie  or  in  notes  ; 
and  manifestly  he  will  not  take  notes  if  their  value  or 
purchasing  power  is  less  than  that  of  the  specie  into 
which  they  are  convertible.  Hence  depreciated  bank- 
notes, under  a  system  of  convertibility,  cannot  get  into 
circulation  at  all ;  and  if  the  notes  be  in  circulation  be- 
fore the  depreciation  takes  place,  they  will  be  quickly 
returned  upon  the  bank  which  issues  them. 

Convertibility  into  coin,  therefore,  is  a  perfect  safe- 
guard against  depreciation  of  note-issues.  It  is  true  that 
in  countries  of  vast  size,  and  where  society  is  little  cen- 
tralised— as  in  India  and  the  United  States, — it  is  pos- 
sible that  notes  may  travel  so  far  from  the  issuing  bank 
that  their  convertibUity  is  de  facto  impaired,  and  there- 
fore ceases  to  be  a  perfect  safeguard  against  over-issue 
or  depreciation.  Nevertheless,  even  in  such  cases,  a 
remedy  is  not  difficult  to  find :  for  example,  by  a  process 
resembling  that  of  the  Suffolk  Bank,  adopted  in  the 
United  States.  Anyhow,  this  conceivable  exception  to 
the  safeguard  against  depreciation  which  is  afforded  by 
convertibility  of  the  notes  into  coin  on  demand,  does  not 
apply  in  any  degree  to  England  or  France,  where  notes 
can  be  returned  with  perfect  ease  and  promptitude  to 
the  bank  which  issues  them. 

A  run  for  Deposits  is  the  supreme  embarrassment  to 
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wticli  Banking  is  liable.  If  such  a  run  be  persistent, 
no  bank,  however  well-conducted,  can  withstand  it ;  the 
bank  must  break,  however  solvent  it  may  be :  because 
the  run  is  sudden  and  peremptory,  whereas  by  far  the 
greater  part  of  the  bank's  assets  do  not  consist  of  money, 
and  cannot  be  converted  into  money  in  time  to  meet 
the  emergency. 

Such  runs  for  deposits,  happily,  but  seldom  occur. 
If  the  direst,  they  are  also  the  rarest,  embarrassment 
which  besets  banking.  A  kindred  difficulty  more  fre- 
quent, but  far  less  serioiis,  is  that  which  arises  from 
foreign  drains  of  specie, — in  other  words,  from  an  un- 
usual demand  for  specie  from  the  banks  for  the  purpose 
of  sending  abroad.  As  such  drains  of  specie  figure  pro- 
minently as  the  torments  of  every  monetary  system, 
they  call  for  special  notice. 


AN  EXTERNAL  DRAIN. 

"External"  drains  upon  the  banks  of  a  country  are 
always,  and  of  necessity,  made  in  the  form  of  specie. 
Let  us  see  how  they  arise,  and  what  is  their  character. 

The  average  value  of  the  precious  metals  from  year 
to  year  is  nearly — for  all  practical  purposes  we  may 
say  perfectly — steady.  Even  the  new  supply  from  the 
marvellously-productive  mines  of  California  and  Aus- 
tralia has  not  appreciably  affected  the  value  of  the 
precious  metals  :  the  monetary  wants  of  mankind — and 
especially  Foreign  Trade,  in  which  specie  is  needed  to 
pay  the  international  balances — having  expanded  to  an 
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equal  degree.  It  is  simply  the  temporary  fluctuations 
of  specie,  the  transient  ebb  and  flow  of  the  precious 
metals,  "which  occasion  the  embarrassments  so  fre- 
quently experienced  in  this  country.  What,  then,  is 
the  character  of  those  drains  of  specie,  and  iu  what 
way  ought  they  to  affect  the  value  of  Money  and  the 
Eate  of  Interest  ? 

(1)  Those  drains  are  local.  There  is  never  a  dearth 
of  specie  all  over  the  world.  As  specie  becomes  dimin- 
ished in  one  country,  it  accumulates  in  another.  As 
with  the  oscillations  of  the  ocean,  when  there  is  low- 
water  in  one  part  of  the  world  there  is  full-tide  in 
another;  so  is  it  with  the  international  movements  of 
specie. 

(2)  Those  drains  of  specie  are  very  transient.  They 
last  only  for  a  few  months  at  most ;  after  which  time, 
the  specie  begins  to  flow  back  in  the  natural  coui-se  of 
Trade.  For  example : — England  suddenly  imports  a 
larger  quantity  of  cotton  than  usual,  or  obtains  a  por- 
tion of  her  usual  supply  from  some  new  quarter  with 
which  her  commercial  relations  are  imperfect :  then  she 
has  to  export  a  larger  amount  of  specie  than  usual ; 
but  iu  a  few  months  the  cotton  thus  imported  is  ex- 
ported in  the  shape  of  manufactured  goods,  and  specie 
in  still  greater  quantity  comes  back  to  this  country. 
Drains  of  specie  being  thus  local  and  transient,  it  is 
obvious  that  their  efi"ects  might  be  wholly  obviated 
by  the  establishment  of  an  International  System  of 
banking — a  subject  fuUy  discussed  in  the  sequel  of  this 
work. 

(3)  Moreover,  such  drains  of  specie  are  really  insig- 
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nificant  in  amount.  No  drain  ia  our  time  has  exceeded 
the  amount  of  five  millions  sterling,*  which  is  certainly 
less  than  five  per  cent  of  the  amount  of  specie  in 
the  United  Kingdom,  and  probably  not  three  per  cent  of 
the  amount  of  specie  in  France.  Also  it  is  only  one- 
fourth  of  the  amount  of  specie  usually  held  by  the  banks 
of  the  United  Kingdom  (see  supra,  p.  6),  and  about  one- 
third  of  that  held  by  the  Bank  of  France. 

(4)  As  is  obvious  from  the  preceding  statement,  the 
portion  of  specie  withdrawn  by  those  drains  is  not 
really  wanted  at  home.  The  metallic  currency — the 
coinage  in  actual  circulation — is  never  diminished;  it 
remains  as  abundant  as  ever.  The  specie  withdrawn 
for  exportation  is  taken  from  the  reserve  of  coin  and 
bullion  held  by  the  banks,  which  reserve  is  kept  for  this 
very  purpose.  The  amount  is  taken  from  a  surplus 
portion  of  our  stock  of  specie, — a  surplus  kept  expressly 
for  this  purpose,  and  which  would  be  altogether  useless 
if  not  so  employed. 

(5)  Moreover,  it  is  to  be  observed  that  every  such 
drain  stops  of  itself.  A  drain  of  specie  is  not  of  indefi- 
nite quantity :  it  is  simply  an  amount  which  we  have 
to  pay  to  some  country  in  excess  of  the  bills  which  we 

*  Mr  Baxter,  in  his  valuable  little  treatise  on  "  the  Panic  of  1866  " 
(p.  73-5),  gives  a  tabular  statement  of  what  he  caUs  the  "drains  of 
bullion"  since  1823  :  but  these  are  not  drains  in  the  common  meaning 
of  the  term, — they  include  the  entire  variations  between  the  successive 
maximum  and  minimum  points  in  the  amount  of  gold  in  the  Bank  of 
England,  some  of  which  extend  over  a  period  of  more  than  two  years. 
Moreover,  they  include  "internal"  drains  as  well  as  "external." 
The  statement  which  we  give  above — namely,  that  no  foreign  drain 
of  gold  (using  the  words  in  their  ordinary  meaning)  in  our  time  has 
exceeded  five  millions — is  correct. 
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hold  upon  that  country.  And  every  million  of  specie 
exported  pro  tanto  lessens  the  drain.  It  is  the  very 
thing  that  is  wanted  to  "  correct  the  exchanges."  And 
the  specie  thus  exported  returns  to  us,  as  it  left  us, 
in  the  ordinary  course  of  trade.  A  drain  of  specie, 
instead  of  being  like  the  escape  of  water  from  a  reser- 
voir through  a  hole  that  requires  to  be  stopped,  resem- 
bles an  overflow  into  some  reservoir  of  temporarily 
lower  level ;  every  such  overflow  naturally  and  inevit- 
ably tending  to  re-establish  the  equilibrium,  and  there- 
by to  stop  of  itself.  The  specie  does  not  leave  us  owing 
to  any  depreciation  of  our  currency,  and  it  will  come 
back  in  the  ordinary  course  of  trade,  without  our  taking 
any  measures  artificially  to  enhance  the  value  of  the 
currency  in  this  country. 

As  in  all  the  drains  of  specie  which  have  occurred 
for  the  last  forty  years  at  least,  the  amount  of  gold  ex- 
ported was  not  actually  wanted  at  home,  and  speedily 
returns,  such  occurrences  do  not,  as  a  question  of  fact, 
invalidate  the  convertibility  of  the  Note.  On  this  point, 
the  testimony  of  facts  is  indisputable.  To  take  a  recent 
example : — In  the  months  of  December  1863  and  Janu- 
ary 1864,  the  metallic  reserve  in  the  Bank  of  France 
averaged  only  seven  millions  sterling,  while  its  note- 
issues,  deposits,  and  other  habilities  amounted  to  nearly 
fifty  millions  sterling:  nevertheless  the  notes  of  the 
Bank,  though  not  a  legal  tender,  and  liable  to  be  cashed 
at  any  time,  circulated  as  freely,  and  possessed  the  same 
value  or  purchasing  power  as  before.  Or  take  the  ex- 
treme case  of  the  Bank  of  England  in  1826,  when,  owing 
to  large  foreign  loans  and  madly  speculative  investments 


158  AN  EXTERNAL  DEAIN. 

abroad,  the  stock  of  specie  fell  to  one  million  sterling. 
What  occurred  ?  Were  the  notes  of  the  Bank  in  disre- 
pute? Or  were  they  depreciated  to  the  slightest  extent? 
Not  at  all.  Although  the  wildest  panic  was  then  abroad, 
although  every  one  distrusted  his  neighbour's  credit, 
the  notes  of  the  Bank  were  even  more  eagerly  sought 
after  than  usual.  There  was  no  cashing  of  notes  at  all : 
people  were  only  anxious  to  get  them.  In  fact  the 
note-circulation  of  the  Bank  then  rose  to  the  extraordi- 
nary level  of  25^  millions  sterling.  What  is  more,  al- 
though a  severe  crisis  was  unavoidable,  the  aggravation 
of  that  crisis  into  a  panic  was  occasioned  by  the  Bank 
contracting  its  discounts  and  its  note-issues ;  and  the 
instant  the  Bank  reversed  that  policy,  and  began  to 
issue  its  notes  again  freely,  the  panic  was  at  an  end. 
Could  there  be  a  better  or  more  striking  proof  of  the 
fact  that  the  temporary  decline  of  a  bank's  stock  of 
specie  does  not  necessarily  invalidate  the  credit  of  its 
notes  ?  It  is  the  dread  of  a  bank's  insolvency  which 
alone  causes  its  notes  to  fall  into  discredit :  but  a  tem- 
porary decrease  of  specie  in  a  bank  of  good  credit  pro- 
duces no  such  effect.  To  the  public  at  large,  the  notes 
of  a  sound  bank  are  as  good  as  coin, — or  indeed  better, 
seeing  that  they  are  more  convenient  for  use. 

The  effect  of  an  external  drain  of  specie  upon  the 
credit  of  the  note -circulation  has  been  vastly  over- 
estimated. On  such  occasions,  we  repeat,  there  is  no 
cashing  of  notes.  The  notes  remain  in  as  good  repute 
as  ever.  The  drain  is  made  partly  by  depositors  with- 
drawing their  money  in  the  form  of  gold ;  but  chiefly 
—  almost   entirely  —  by  persons  taking  bills  to  the 
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Bank,  in  order  to  be  discounted,  and  thereupon  de- 
manding payment  of  the  amount  in  gold.  In  1797,  and 
agaia  in  1826,  when  the  greatest  drains  of  specie  for 
export  were  made  upon  the  Bank  of  England,  and  also 
in  1847,  the  note-holders  never  lost  confidence  in  the 
slightest  degree.  In  1797,  the  notes  actually  continued 
in  as  good  repute,  and  at  the  same  value,  after  the  sus- 
pension of  payments  in  gold,  as  before.  And  in  1826 
and  1847,  the  notes  were  entirely  unaffected  either  in 
credit  or  value  by  the  great  export  of  gold.  Such  also 
was  the  case  with  the  notes  of  the  American  banks  dur- 
ing their  suspension  of  specie  payments  in  1857.  Not 
the  slightest  depreciation  of  those  notes  took  place.* 
Therefore,  when  an  external  drain  of  gold  occurs,  there 
is  no  reason  for  diminishing  note-issues,  from  any  appre- 
hension of  the  notes  losing  credit,  and  being  brought 
to  be  cashed.  Indeed  in  exceptional  times  (as  during 
the  war  with  Napoleon  I.),  when  not  only  the  bullion  in 
bank,  but  even  a  considerable  portion  of  our  coins, 
or  retail  currency,  were  exported,  an  increased  issue  of 
bank-notes  is  imperatively  called  for.  The  pubhc  re- 
quire such  an  increase  of  notes,  to  take  the  place  of  the 
exported  coins — ^thereby  maintaining  the  measure  of 
value  unchanged ;  and  the  note-circulation  is  as  freely 
accepted  at  such  times  as  if  the  vaults  of  the  issuing 
banks  were  filled  with  the  yellow  metal. 

Cause  of  External  Drains. 

Next,  let  us  examine  more  closely  the  cause  of  those 
*  See  The  Eamomy  of  Capital,  p.  294-6, 
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external  drains  of  specie.  They  are  by  no  means  a 
proof  of  national  indebtedness.  For  example,  when  our 
capitalists  make  a  loan  to  some  other  country,  a  drain 
of  specie  from  this  country  is  frequently  the  immediate 
result  of  the  operation.  This  occurred  on  a  great  scale 
on 'many  occasions  during  the  long  war  which  this 
countrj''  waged  with  France,  between  1792  and  1815. 
It  has  occurred  on  various  occasions  since  then ;  and  it 
is  a  natural,  though  not  inevitable,  result  of  all  large 
loans  which  we  make  to  other  countries.  It  is  obvious, 
therefore,  that  so  far  from  being  a  proof  of  national  in- 
debtedness, an  export  of  specie  may  be  simply  a  result 
of  other  countries  becoming  in  debt  to  us. 

Moreover,  apart  from  the  operation  of  loans,  a  drain 
of  specie  may  take  place  from  this  country  although 
the  balance  of  financial-transactions,  as  a  whole,  may  be 
in  our  favour.  An  export  of  specie  may  be  the  result 
simply  of  a  change  in  the  currents  of  trade — of  a  trans- 
ference of  a  portion  of  our  trade  from  one  quarter  to 
another.  For  example,  suppose  that  we  could  no  longer 
get  our  usual  supply  of  cotton  from  the  United  States, 
but  were  able  to  obtain  it  from  Brazil :  the  first  effect 
of  this  transference  of  trade  would  be  an  export  of 
specie  to  the  latter  country.  The  United  States  import 
so  largely  from  us,  that  our  merchants  (speaking  gen- 
erally) have  always  enough  of  bUls  on  that  country 
wherewith  to  discharge  the  payments  for  cotton.  But 
Brazil  takes  comparatively  little  from  us;  so  that,  if 
we  had  suddenly  to  draw  a  large  portion  of  our  supply 
of  raw  cotton  from  that  quarter,  we  should  not  be  able 
to  make  our  payments  for  cotton  in  the  usual  currency 
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of  trade,  namely  bills,  and  consequently  would  have  to 
export  specie.  If  our  exports  to  the  United  States  re- 
mained undiminished,  while  our  imports  of  cotton  from 
them  ceased,  the  result  would  be  a  flow  of  specie  from 
North  America  to  England,  while  a  flow  of  specie  took 
place  from  our  shores  to  South  America — supposing  we 
drew  our  supply  of  cotton  from  that  quarter.  But  our 
export  of  specie  to  Brazil  might  precede  the  receipt  of 
specie  from  the  United  States, — thereby  occasioniag  a 
"  drain,"  or  momentary  diminution  of  our  stock  of 
specie. 

Hence,  although  unquestionably  an  export  of  specie 
does  in  some  cases  indicate  national  indebtedness,  in 
many  others  it  bears  quite  an  opposite  character,  and 
may  be  simply  a  result  of  other  countries  becoming  in- 
debted to  us.  In  point  of  fact,  as  previously  shown,  this 
country  does  not  suffer  any  diminution  of  its  stock  of 
specie.  Its  stock  of  the  precious  metals  steadily  increases, 
— the  imports  of  gold  and  silver  having  exceeded  the 
exports  during  the  last  six  years  to  the  amount  of 
fully  30  millions  sterling.*  Accordingly,  whatsoever 
banking-embarrassments  may  have  occurred  during  that 
period — and  some  of  those  embarrassments,  as  in  1864 
and  1866,  have  been  of  extraordinary  severity, — they 
have  certainly  not  been  occasioned  by  any  diminution 
of  the  stock  of  specie  in  this  country.  As  regards  the 
whole  period,  our  stock  of  specie  has  been  greatly  in- 
creased ;  and  in  the  two  years  when  there  really  was  a 
drain  of  specie — namely,  in  1860  and  1861,  when,  owing 
to  our  unusually  large  imports  of  cotton  from  the  United 
*  Tide  supra,  p.  67. 
L 


162  HOW  THE  SPECIE  IS  WITHDEAWN. 

States,  our  exports  of  specie  exceeded  the  imports  to 
the  amount  of  4J  millions, — there  was  no  crisis  of  any- 
kind  ;  whereas,  in  the  subsequent  years,  1862-66,  when 
our  stock  of  specie  was  increasing  to  an  unprecedented 
degree  (30  millions  in  the  six  years),  our  monetary 
difficulties  have  been  incessant  and  almost  unparalleled 
in  severity. 

How  the  Specie  is  Withdrawn. 

Next,  let  us  see  by  what  mode  specie  is  withdrawn 
from  the  banks,  at  times  when  an  export  of  the  precious 
metals  takes  place.  The  specie  is  not  withdrawn  (as 
once  used  to  be  supposed)  by  the  cashing  of  notes,  but 
by  the  discount  of  bills.  When  a  merchant  finds  that 
he  niust  export  specie,  in  order  to  make  a  payment  in 
some  country  upon  which  he  cannot  procure  bills,  he 
takes  some  of  the  bills  in  his  portfolio  (either  Home 
bills,  or  bills  drawn  upon  some  other  country  than  that 
where  he  has  to  make  the  payment)  to  his  bank,  and 
gets  them  discounted.  The  amount  being  then  placed 
to  his  credit,  he  draws  a  cheque  for  the  whole  or  a  part 
of  the  sum,  and  requires  payment  in  coin  or  bullion, 
which  thereafter  he  sends  abroad. 

This  is  the  process  by  which  specie  is  withdrawn 
from  the  banks  for  export.  There  is  no  cashing  of 
notes :  the  drain  is  made  simply  by  some  of  the  cus- 
tomers of  the  bank  requiring  payment  of  their  deposits, 
or  discounted  bills,  in  specie. 
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Effect  of  Specie-Drains  on  the  Banks. 

Lastly,  let  us  consider  the  effect  upon  the  banks  of 
those  drains  of  specie  for  export.  The  withdrawal  of 
specie,  just  described,  does  not  involve  any  increase  in 
the  demand  for  banking-accommodation,  but  the  accom- 
modation has  to  be  given  in  the  form  of  all  others  most 
disadvantageous  for  a  bank — namely,  in  specie.  Wlien 
foreign  biUs  are  procurable,  the  merchant  who  has  to 
make  a  payment  abroad  discounts  the  requisite  amount 
of  bills  in  his  possession,  and  with  the  proceeds  in  the 
form  of  notes  or  a  cheque,  he  purchases  the  foreign  biUs 
which  he  requires.  But  when  he  cannot  get  foreign  biUs, 
then  he  withdraws  the  proceeds  of  the  discounted  bills 
from  the  bank  in  the  form  of  specie.  In  the  one  case, 
he  takes  payment  from  the  bank  of  the  deposit  which  he 
has  made  (i.e.,  the  amount  of  the  bills  which  the  bank 
has  discounted  for  him)  in  banking-currency- — cheques 
or  notes  ;  in  the  other  he  claims  payment  in  specie.  In 
either  case  the  amount  of  banking-accommodation  is  the 
same ;  but  in  the  latter  case  the  process  is  much  more 
costly,  or  embarrassing,  to  the  bank  than  in  the  former. 
The  financial  position  of  the  bank  is  not  affected.  To 
make  a  deposit  (by  discounting  a  bill  or  otherwise)  and 
then  immediately  withdraw  it,  manifestly  leaves  the 
debtor  and  creditor  sides  of  the  bank's  ledger  unaltered. 
But  the  form  in  which  payment  of  deposits  is  required 
may  make  a  vast  difference  in  the  position  of  a  bank. 
Although  no  bank  is  able  to  pay  all  its  deposits  in 
specie,  yet  every  bank  is  bound  to  do  so  if  required. 
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Hence  when  a  man  makes  a  deposit  with  a  bank  by 
discountiag  a  bUl,  and  then  withdraws  the  amount  in 
specie,  the  transaction  is  highly  nnfayourable  to  the 
bank.  The  monetary  position  of  the  bank  is  pro  tanto 
impaired.  Although  the  bank's  assets  remain  at  the 
■  same  ratio  as  before  to  its  liabilities,  the  portion  of  its 
assets  in  the  form  of  specie  is  diminished.  Hence  the 
bank's  means  of  meeting  its  liabilities — its  notes  and 
its  deposits  being  alike  payable, in  specie  on  demand — 
are  reduced. 

This,  then,  is  the  difficulty  which  banks  experience 
from  a  drain  of  specie.  While  receiving  (by  the  dis- 
count of  bills)  assets  not  immediately  realisable,  they 
have  to  give  in  exchange  an  equal  portion  of  their  assets 
in  the  form  of  all  others  the  most  available  and  effica- 
cious as  currency.  In  fact,  while  giving  out  Value  in 
the  most  negotiable  of  all  forms  (specie),  and  which  is 
a  valid  tender  under  all  circumstances,  the  banks  (as 
usual)  receive  in  exchange  assets  which  are  not  suitable 
for  general  currency,  and  which  are  not  immediately 
available  to  meet  the  demands  for  money  which  may 
be  made  upon  the  banks  by  their  depositors.  Accord- 
ingly, when  an  unusual  requirement  for  specie  occurs, 
banks  have  recourse  to  the  most  stringent  measures  to 
lessen  the  drain  which  is  made  upon  them. 

Defensive  Measures  of  the  Banks. 

Let  us  consider  the  measures  adopted  by  banks  to 
meet  this  difficulty.  In  former  times  (for  a  century  and 
a  half  after  the  establishment  of  the  Bank  of  England) 
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the  banks  made  no  alteration  in  their  charges  at  times 
when  a  drain  of  specie  fot  export  occurred :  a  rise  of 
the  bank-rate  from  4  per  cent  to  5  per  cent  was  the 
utmost  that  took  place.  But  after  the  beginning  of  the 
great  war  with  France  in  1793,  when  our  Government 
made  large  loans  or  subsidies  to  foreign  Powers,  and 
when  heavy  exports  of  specie  ensued  as  a  necessary  con- 
sequence, the  English  banks  met  the  diminution  of  their 
metallic  reserves  by  contracting  their  business.  They 
refused  to  give  banking-accommodation  to  the  public  to 
the  usual  amount.  This,  of  course,  was  a  loss  to  the 
banks,  inasmuch  as  they  reduced  their  business,  while 
lending  at  no  higher  rate  than  before.  Hence  such  a 
course  was  never  adopted  by  them  except  under  circum- 
stances which  appeared  to  them  to  necessitate  it.  More- 
over, as  experience  by-and-by  proved,  this  contraction  of 
banking-accommodation  produced  such  serious  disasters 
to  the  community  as  to  create  a  panic,  which  reacted 
fatally  upon  the  banks  themselves.  The  numerous  com- 
mercial failures  which  ensued  in  consequence  of  the 
merchants  being  refused  the  ordinary  banking-accom- 
modation, occasioned  in  turn  heavy  losses  to  the  banks, 
and  thereby  shook  the  faith  of  the  public  in  the  banks 
themselves ;  so  that  a  "run"  for  deposits  arose — the  most 
fatal  embarrassment  to  which  banks  are  liable.  Un- 
doubtedly, as  banks  are  bound  to  pay  aU  their  liabilities 
in  specie,  a  contraction  of  their  liabilities,  a  refusal  to 
discoimt  bills  to  the  ordinary  amount,  seems  the  most 
natural  way  of  meeting  a  diminution  of  their  stock  of 
specie.  But,  on  the  other  hand,  it  is  found  that  the 
public  disasters  occasioned  by  such  a  course,  give  rise 
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to  an  embarrassment  still  more  serious  for  the  banks,  by 
producing  a  Panic,  and  a  general  run  upon  the  banks  for 
payment  of  their  deposits. 

Within  the  last  twenty  or  thirty  years,  another 
method  of  procedure  has  been  adopted  by  the  banks, 
to  meet  a  drain  of  specie  for  export.  They  usually  dis- 
count and  make  advances  to  the  same  extent  as  usual, 
but  they  greatly  increase  their  charge  upon  those  trans- 
actions. The  bank-rate  is  raised  from  4  and  5  to  8  and 
10  per  cent.  This,  of  course,  is  most  profitable  to  the 
banks.  They  greatly  increase  their  profits  while  carry- 
ing on  no  larger  business  than  before.  And,  on  the 
whole,  the  community  suffer  less  from  this  process  than 
from  the  former  one.  It  is  better  that  the  commercial 
classes  should  obtain  their  usual  amount  of  banking- 
accommodation  at  a  higher  price,  than  not  to  get  it  at 
all.  ISTevertheless  there  are  two  great  drawbacks  upon 
this  process.  One  of  these  is,  that  as  this  process  is 
eminently  profitable  to  the  banks,  the  banks  have  re- 
course to  it  only  too  readily.  The  other  is,  that  if 
carried  beyond  a  certain  point,  the  raising  of  the  bank- 
rate  becomes  as  mischievous  in  its  effects  as  the  old 
process  of  contracting  the  amount  of  banking-accom- 
modation,— ^producing  a  Panic,  which  not  only  shakes 
the  credit  of  the  banks  at  home,  and  thereby  causes  an 
internal  drain,  but  also  brings  our  commercial  bills  into 
disrepute  in  foreign  countries.  In  such  cases  the  raising 
of  the  bank-rate  actually  intensifies  the  drain  of  specie. 
This  process  of  raising  the  bank-rate,  as  a  remedy 
for  a  drain  of  specie,  has  been  tried  to  the  fullest 
extent  of  late  years,  especially  since  the  crisis  of  1857; 
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but  the  more  it  is  tried,  the  more  questionable  does  its 
efficacy  appear.  In  the  first  place,  it  is  obvious  that 
if,  when  the  bank-rate  is  raised  in  one  country,  as  a 
means  of  checking  the  export  of  specie,  a  similar  pro- 
cess be  adopted  in  other  countries,  the  effect  must  be 
nil.  This  is  what  has  usually  happened  of  late  years. 
When  the  Bank  of  England  raises  its  rate  of  discount 
to  check  a  drain  of  specie,  the  banks  of  other  countries 
do  the  same, — so  that  the  flow  of  specie  goes  on  as 
before :  and  the  only  result  is,  that  Trade  at  home  is 
checked,  if  not  prostrated,  by  the  raising  of  the  bank- 
rate.  True,  when  Trade  is  thus  forced  to  collapse,  less 
money  than  usual  is  needed,  and  money  accordingly 
accumulates  in  the  banks.  But  this  is  simply  a  war  of 
the  Banks  against  Trade  and  Industry. 

Moreover,  recent  experience  has  shown  that  the 
potency  of  a  rise  of  the  bank-rate,  even  when  made 
under  the  most  favourable  circumstances,  as  a  means  of 
influencing  the  ebb  and  flow  of  specie,  has  been  greatly 
overrated.  For  many  months  last  year  the  bank-rate 
in  France  was  fully  3  per  cent  below  the  bank-rate  in 
this  country,  and  yet  specie,  instead  of  flowing  from 
France  to  England,  steadily  flowed  from  this  country 
to  France.  Nay,  for  several  weeks  last  summer,  the 
bank-rate  in  France  was  actually  only  3^  per  cent,  while 
in  this  country  it  was  10  per  cent — there  was  a  differ- 
ence of  6^  per  cent  !■ — and  yet  no  specie  was  attracted 
hither  from  France  at  aU. 

In  truth,  the  International  Balance  of  trade  and  finance 
is  the  supreme  power  in  determining  the  ebb  and  flow 
of  the  precious  metals ;  and  the  rise  or  fall  of  the  bank- 
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rate  is  comparatively  powerless.  If  specie,  from  any 
cause,  is  due  abroad — if  the  amount  of  payments  which 
we  have  to  make  to  a  foreign  country  be  in  excess  of 
the  bUls  which  we  hold  upon  that  country, — abroad  the 
specie  must  go.  You  cannot  stop  it.  "When  merchants 
must  get  specie  to  export,  or  else  become  bankrupt  and 
ruined,  not  even  a  rate  of  10  or  12  per  cent  will  stop 
them  from  discounting  their  bills  at  the  bank  in  order 
to  get  specie.  The  only  persons  who  may  be  deterred 
by  a  high  bank-rate  are  the  voluntary  exporters,  —  a 
class  whose  operations  (as  experience  has  amply  shown) 
are  at  such  times,  if  not  mythical,  at  least  utterly  insig- 
nificant. 

The  Proper  Remedy. 

The  proper  course  for  banks  which  are  largely  con- 
nected with  foreign  trade,  and  therefore  liable  to  drains 
of  specie,  is  to  keep  a  portion  of  their  reserve  in  foreign 
Government  securities, — ^by  the  sale  of  which  they  can 
provide  themselves  with  specie  when  an  unusual  de- 
mand for  specie  is  made  upon  them.  All  banks  under- 
take to  pay  their  depositors  in  specie  when  required ; 
so  that  a  supply  of  specie  is  indispensable  to  their 
business,  —  it  is  the  basis  of  their  highly  profitable 
trade.  "When  a  cotton  manufacturer  gets  an  order  for 
his  wares,  he  willingly  sends  abroad  for  cotton.  "When 
a  bank  finds  it  necessary  to  get  more  gold  in  order  to 
carry  on  its  business,  it  ought  to  do  likewise.  More- 
over, as  we  have  before  remarked,  a  drain  of  specie  is 
not   an  illimitable  quantity:    its   amount  is  fixed  by 
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the  operations  of  trade  and  finance ;  it  tends  to  exliaust 
itself:  but  should  it  prove  so  large  as  to  embarrass 
a  bank,  the  right  thing  is  for  the  bank  to  meet  the 
demand  by  the  cashing  of  foreign  securities.  If  any 
loss  arose  from  such  transactions,  the  bank  could  easily 
repay  itself  without  any  appreciable  inconvenience  to  its 
customers.  If  a  bank,  d  Tiring  a  drain  of  specie,  were 
to  make  an  increased  expenditure  in  order  that  it  might 
safely  maintain  its  business  at  the  usual  amount — if  it 
were  to  purchase  specie  abroad  in  order  to  insure  the  con- 
vertibility of  its  notes  as  perfectly  as  before, — an  almost 
imperceptible  elevation  of  the  rate  of  discount  would 
suffice  to  reimburse  this  expenditure.  For  example : 
say  that  the  usual  loans  and  discounts  of  a  bank  are  20 
mUlions ;  and  that  its  stock  of  specie  falls  2  millions 
below  its  usual  amount,  and  that  (by  selling  a  portion 
of  its  foreign  securities)  the  bank  purchases  specie  so  as 
to  keep  its  metallic  reserve  at  the  usual  amount.  Two 
millions  of  its  interest-bearing  securities  would  thus  be 
converted  into' specie,  yielding  of  course  no  interest.  But 
a  rise  of  one-tenth  in  the  bank-rate — say  from  4J  to  5 
per  cent — upon  the  20  millions  of  its  loans,  would  make 
the  bank's  business  as  profitable  as  before. 

The  raising  of  the  rate  of  discount,  doubtless,  is  a 
source  of  gain  to  the  banks.  But  this  gain  is  accom- 
panied by  two  great  drawbacks.  (1)  If  the  banks  con- 
tract, or  refuse  adequately  to  expand,  their  acconunoda- 
tion  to  trade  during  a  crisis,  the  bankruptcies  may  be- 
come so  numerous  as  to  endanger  the  position  of  the 
banks  themselves.  The  distrust  may  increase  into  a 
panic,  with  its  never-failing  conseq^uence,  a  run  upon  the 
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banis.  (2)  Altliougli  a  higli  rate  of  discount  immensely 
increases  the  profits  of  banks  for  a  time,  it  is  sure  to  be 
followed  by  a  collapse  of  trade,  and  consequently  by  a 
diminution  in  tbe  demand  for  discounts,  whicli  always 
partly,  and  in  some  cases  wboUy,  nuUifies  the  high 
profit  made  by  banks  during  the  crisis.  Moreover, 
even  though  the  crisis  should  not  ciilminate  in  a 
panic,  the  high  rate  of  discount  occasions  a  serious 
depression  of  the  markets  ;  rendering  the  banks  liable 
to  greater  losses  than  usual,  owing  to  the  failure  of  some 
of  their  customers  whose  bills  they  have  discounted. 

Hence  it  appears  to  be  the  true  policy  for  banks  to 
support  Trade,  and  not  at  such  times  to  make  war  upon 
it.  Banks  should  aid  commerce  during  a  crisis  to  the 
best  of  their  ability,  and  not  seek  an  immediate  profit 
by  greatly  raising  the  rate  of  discount,  at  the  expense  of  a 
diminution  of  their  own  business  after  the  crisis  is  past. 


AN  mTEKNAL  DRAIN. 

An  external  or  Foreign  drain  upon  banks  is  always 
and  necessarily  made  in  the  form  of  specie,  coin  or 
bullion.  An  internal  or  Domestic  draia  takes  place 
either  in  the  form  of  coin  or  bank-notes. 

All  the  money  (notes  and  coin)  absorbed  by  an 'In- 
ternal drain  remains  in  the  country.  But  what  becomes 
of  it  ?  Part  of  it,  of  course,  goes  into  the  hands  of  the 
public, — who  either  have  need  of  it  in  order  to  meet  a 
temporary  increase  in  the  requirement  for  payments  in 
money,  or  who  withdraw  it  for  the  sake  of  hoarding, 
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owing  to  a  distrust  of  the  banks.  But  a  great  part  of 
it  does  not  actually  go  out  of  bank  at  all.  While  one 
portion  of  the  money  absorbed  by  an  internal  drain 
goes  into  the  keeping  of  the  public,  another  portion 
is  virtually  "locked  up"  by  the  banks  themselves. 
This  latter  portion  is,  indeed,  withdrawn  from  the  great 
fountains  of  currency — namely,  the  banks  of  issue  ;  but 
it  is  locked  up  in  other  banks  which  have  no  power  of 
issuing  notes,  or  whose  power  of  issue  is  limited  to  a 
iixed  amount. 

The  cause  of  this  lock-up  or  absorption  of  money  in 
those  banks  is  easily  explained.  When  an  increased 
demand  for  money  on  the  part  of  the  public  arises, 
every  bank  has  to  prepare  itself  to  meet  this  unusual 
demand.  The  London  banks  prepare  themselves  for 
the  demand  which  may  be  made  upon  them  simply 
by  increasing  their  deposits  in  the  Bank  of  England, 
—  or,  in  other  words,  their  power  of  drawing  upon 
that  establishment  either  by  cheques  or  in  notes  and 
coin.  But  the  English  provincial  banks  (which  are  not 
allowed  to  issue  notes  of  their  own,  or  not  beyond  a 
fixed  amount)  usually  provide  themselves  with  an  extra 
supply  of  notes, — which  they  withdraw  from  the  Bank 
of  England,  and  take  into  their  own  keeping.  The 
Scotch  and  Irish  banks,  on  the  other  hand,  being 
allowed  to  issue  notes  of  their  own  'upon  condition  of 
equally  increasing  their  stock  of  gold,  withdraw  gold 
from  the  Bank  of  England  to  the  required  amount,  and 
thereupon  issue  notes  of  their  own  to  meet  the  increased 
demand  for  money  on  the  part  of  their  customers.  A 
great  portion  of  the  addition  which  the  banks  thus 
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make  to  their  ordinary  reserves  of  money  is  never 
called  for  by  the  public.  Nevertheless,  this  addition  at 
such  times  has  to  be  made ;  for  no  bank  can  be  sure 
that  an  extra  demand  for  money  will  not  be  made  upon 
it.  And  thus  an  Internal  drain  affects  the  monetary 
condition  of  a  country  from  two  separate  causes  — 
namely,  (1)  from  the  extra  amount  of  money  actually 
required  by  the  public,  and  (2)  by  the  extra  amount  of 
money  "locked  up"  in  bank — that  is  to  say,  which 
banks  must  keep  in  hand  to  meet  the  demand,  but 
which  is  not  actually  called  for. 

A  serious  domestic  drain  is  occasioned  or  accompanied 
either  by  a  Banking  crisis  or  by  a  Commercial  crisis,  or 
by  both.  In  fact,  these  calamities  always,  to  some  extent, 
occur  simultaneously.  They  go  hand  in  hand.  The  crisis 
may  originate  either  in  the  one  form  or  the  other — either 
with  Banking  or  with  Trade, — and  either  Trade  or  Bank- 
ing may  be  the  greater  sufferer :  but  the  fortunes  of  both 
are  more  or  less  involved.  A  Commercial  crisis  menaces 
the  credit  of  banks,  by  lessening,  or  partially  destroying, 
the  value  of  the  commercial  and  other  securities  which 
form  the  chief  portion  of  a  bank's  assets ; — a  Banking 
crisis  brings  fatal  embarrassment  upon  the  commercial 
classes,  by  the  general  contraction  of  banking-accom- 
modation which  at  such  times  takes  place,  and  also  by 
a  locking-up  of  the  reserve-wealth  of  those  classes  ia 
such  of  the  banks  as  are  forced  to  suspend  payment. 
In  either  case  an  Internal  drain,  an  increased  demand 
or  requirement  for  money,  ensues. 

A  banking  crisis  is  generally,  if  not  always,  a  second- 
ary symptom  of  financial  embarrassment.     It  is  bank- 
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ruptcies  and  losses  in  other  quarters  whicla  occasion 
the  distrust  which  eventuates  in  a  run  upon  the  banks. 
It  is  the  failure  of  large  mercantile  houses,  or  of  financial 
companies,  which  begins  the  mischief;  and  thereupon 
distrust  attaches  to  the  banks  which  are  known  to  have 
been  connected  with  the  fallen  establishments. 


A  Commercial  Crisis. 

A  Commercial  Crisis  may  originate  from  various 
causes ;  but  whatsoever  be  its  origiu,  its  monetary  features 
are  in  every  case  identical.  At  the  outset  it  usually 
affects  only  some  one  great  branch  of  trade.  As  failures 
multiply,  the  credit  of  the  firms  engaged  in  that  trade  is 
shaken :  their  bills  (the  wholesale  currency  of  commerce) 
are  regarded  with  distrust,  and  their  creditors  require 
payment  in  the  more  solid  form  of  banking- currency — 
cheques  and  notes.  Hence  those  merchants  have  to 
take  a  greater  proportion  than  usual  of  their  bills  to 
the  banks  to  be  converted  into  banking-currency ;  and 
as  even  bank-cheques  are  in  some  cases  refused  when 
offered  in  payment  by  merchants  connected  with  the 
embarrassed  trade,  a  greater  demand  than  usual  arises 
for  bank-notes. 

Under  the  present  monetary  laws,  the  banks  cannot 
respond  to  this  exceptional  and  transitory  iacrease  in 
the  requirement  for  notes,  unless  they  to  an  equal 
extent  increase  their  stock  of  specie, — which  they  never 
try  to  do,  and  which  could  hardly  be  done  with  suffi- 
cient promptitude  to  meet  a  sudden  emergency ;  and 
accordingly  they  refuse  to  discount  many  of  the  bills 
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brought  to  them,  and  raise  the  rate  of  discount  upon  those 
which  they  accept.  Instead  of  checking,  this  in  many 
cases  only  increases  the  demand  for  discounts.  As  the 
rate  of  discount  rises,  the  markets  become  depressed,  and 
goods  no  longer  bring  their  usual  price.  This,  of  course, 
tends  to  produce  more  commercial  failures.  Some 
merchants  are  ruined  by  having  to  force  sales  of  their 
goods  in  a  depressed  market.  Other  merchants,  again, 
who  have  a  reserve  of  good  bills,  rather  than  force 
sales,  take  those  bills  to  their  bank  to  get  a  supply  of 
currency,  so  as  to  enable  them  to  wait  tiU  the  markets 
return  to  their  normal  condition.  They  find  it  cheaper 
to  pay  5  per  cent  more  than  usual  for  the  discount  of 
their  bills  than  to  lose  20  or  30  per  cent  by  forcing  a  sale 
of  their  goods. 

In  this  way  a  commercial  crisis  produces  an  increased 
demand  for  banking-accommodation  from  three  separate 
but  analogous  causes.  Firstly,  as  commercial  currency 
at  such  times  falls  partially  into  disrepute — merchants 
being  unwilling  to  take  payment  in  bills  to  the  same 
extent  as  usual  from  distrust  of  each  other's  solvency, 
— an  increased  supply  of  banking-currency  (notes  or 
cheques)  is  needed  to  take  its  place :  so  that  more  bills 
than  usual  are  taken  to  the  banks  to  be  discounted — 
i.  e.,  converted  into  banking-currency.  Secondly,  the 
demand  for  banking-accommodation  is  further  increased 
at  such  times  owing  to  the  fact  that  a  high  bank-rate 
produces  a  fall  of  prices,  a  depression  of  the  markets : 
for,  rather  than  make  the  usual  sales  of  their  goods 
in  a  stagnant  market,  some  merchants  take  a  greater 
amount  of  their  bills  than  usual  to  the  banks  to  be 
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discounted.  Thirdly,  as  even  cheques  fall  partially  into 
disrepute  at  such  times — not  from  distrust  of  the  bank 
upon  which  they  are  drawn,  but  from  a  doubt  as  to 
whether  the  person  who  offers  the  cheque  in  payment 
really  has  a  balance  in  bank  to  meet  it, — a  larger  pro- 
portion than  usual  of  the  amount  of  the  discounted  bills 
is  withdrawn  from  the  banks  in  notes  and  coin. 

As  long  as  payment  by  cheques  prevaUs  to  the  ordi- 
nary extent,  banks  may  meet  an  increased  demand  for 
discounts  without  any  inconvenience  to  themselves, 
and  consequently  very  profitably.  But  when,  as  above 
stated,  a  larger  proportion  than  usual  of  the  amount  of 
the  discounted  biQs  is  withdrawn  in  the  form  of  notes 
and  coin,  the  result  is  a  serious  embarrassment  to  banks. 
Nor  is  it  one  which  they  can  wholly  escape  even  by 
contracting  their  discount-business :  for  in  such  a  case, 
their  customers  (either  for  the  sake  of  meeting  their 
engagements,  or  in  order  to  profit  by  making  purchases 
in  the  depressed  markets)  may  make  an  increased  de- 
mand upon  the  banks  for  payment  of  their  deposits, — 
and  at  such  times,  as  already  said,  the  amount  is  with- 
drawn from  the  banks  to  a  larger  extent  than  usual  in 
the  form  of  notes  and  coin. 

In  this  way,  a  commercial  crisis  occasions  also  a 
banking  embarrassment, — which,  of  course,  in  turn  re- 
acts upon  and  increases  the  difEiculties  of  the  commer- 
cial classes.  Let  us,  then,  examine  the  normal  features 
of  a  Banking  Crisis. 
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A  Banking  Crisis. 


This  calamity  occurs  when  some  banks  become  dis- 
credited. Without  credit,  banking  cannot  exist.  And 
when  from  any  cause  the  public  loses  faith  in  a  bank, 
and  makes  a  heavy  run  for  deposits,  the  establishment 
is  almost  sure  to  fail,  even  though  it  be  really  solvent, — 
that  is  to  say,  though  its  assets  fully  equal  its  liabilities. 
In  truth,  it  is  possible  that  an  actually  insolvent  bank 
may  weather  the  storm,  when  a  solvent  bank  may  be 
brought  to  the  ground.  A  great  deal  depends  upon 
the  amount  of  its  assets  which  a  bank  keeps  in  the  form 
of  currency.  Por  example,  suppose  a  bank  which  holds 
seven  or  eight  millions  sterling  of  deposits  is  run  upon, 
and  that  it  holds  some  three  millions  in  cash  or  "  at 
call,"  the  ease  and  promptitude  with  which  it  would  be 
able  to  meet  the  run  would  have  so  reassuring  an  influ- 
ence on  its  customers  that,  almost  to  a  certaiaty,  the 
run  would  stop :  and  yet  actually  the  bank  might  be  in- 
solvent after  all.  This,  of  course,  is  not  a  probable  case 
— for  an  insolvent  bank's  reserve  is  usually  very  small 
compared  to  its  liabilities  :  but  we  state  it  as  showing 
how  imperfect  a  test  of  a  bank's  solvency  is  its  failure 
to  meet  a  heavy  run  for  deposits.  On  the  other  hand, 
a  perfectly  solvent,  or  indeed  wealthy,  bank  may,  and 
sometimes  is,  compelled  to  shut  its  doors  in  consequence 
of  a  panic.  Although  its  assets  be  more  than  equal  to 
its  debts,  it  may  be  unable  to  convert  its  assets  into 
notes  or  coin  with  sufficient  promptitude  to  meet  the 
demands  of  its  panic-struck  depositors. 
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This  is  the  peculiar  feature  of  a  Banking-crisis, — it 
constitutes  the  grand  element  of  difficulty  in  a  run  for 
deposits.  It  entails  upon  banks  a  necessity  to  provide 
a  larger  supply  of  notes  and  coin  than  usual;  and  this 
is  a  thing  which  they  cannot  readily  do. 

Remedies  for  an  Internal  Drain. 

A  potent  means  of  lessening  the  dangers  of  a  run  for 
deposits  is  for  banks  to  stipulate  that  no  interest  shall  be 
paid  except  in  cases  where  the  depositors  agree  to  give 
a  week  or  a  fortnight's  notice  before  withdrawal ;  there- 
by giving  the  bank  some  time  to  convert  its  assets  into 
money,  in  order  to  meet  any  unusual  demand.  This 
principle  is  adopted  by  nearly  all  the  joint-stock  banks 
of  London.  At  the  same  time,  it  must  be  confessed  that 
this  system  savours  more  of  finance  than  of  banking. 
And  although  there  may  rightly  be  diversities  in 
banking,  as  in  other  trades,  we  cannot  but  approve, 
as  more  orthodox,  the  practice  of  the  Scotch  banks, 
the  Bank  of  England,  and  some  other  banks,  which 
have  deliberately  refused  to  put  any  restriction  upon 
their  depositors,  and  keep  aU  the  money  intrusted  to 
them  at  call. 

Moreover,  a  mere  delay  of  a  few  days,  although  of 
great  use  to  a  bank  during  a  time  of  panic,  is  of  no  ser- 
vice if  the  panic  does  not  in  the  interval  subside.  The 
grand  difficulty  is  to  convert  into  currency  a  portion 
of  the  bank's  assets  sufficiently  large  to  meet  the  run. 
And  the  obstacle  to  this  conversion  is  the  ugly  fact  that 
there  is  only  a  very  small  amount  of  currency  available 
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for  such  a  purpose.  It  is  needless  to  say  that  the  coins 
and  notes  actually  in  circulation — i.e.,  in  the  hands  of 
the  public — are  not  available.  It  is  only  the  amount  of 
specie  in  the  banks — plus  their  power  of  increasing  their 
note-circulation — which  is  available  to  meet  a  run  for 
payment  of  deposits;  and  this  amount  is  only  about 
20  millions,  while  the  banking- deposits  of  the  country 
amount  to  twenty  times  as  much.  Hence,  under  the 
present  system,  a  very  trifling  increase  in  the  monetary 
requirements  of  the  community  suffices  to  produce  a 
most  serious  embarrassment. 

During  a  panic,  the  demand  made  upon  the  banks  is 
by  no  means  exclusively,  or  even  chiefly,  for  payment  of 
deposits  in  specie.  The  banks  which  become  discredited 
during  a  banking-crisis  are  comparatively  few  in  num- 
ber ;  and  in  making  a  run  upon  those  banks,  the  public 
willingly  take  payment  in  the  notes  of  other  banks 
whose  credit  has  not  been  blown  upon.  Indeed,  in  the 
case  of  the  Western  Bank  of  Scotland  in  1857,  it  is  a 
remarkable  fact  that  its  depositors  wOlingiy  took  pay- 
ment even  in  the  bank's  own  notes !  And  the  result 
justified  their  confidence :  for  the  other  Scotch  banks, 
knowing  that  the  liabilities  of  the  bank  were  amply 
covered  by  the  wealth  of  its  shareholders,  agreed  to  cash 
the  notes  of  the  Western  Bank  even  after  it  had  closed 
its  doors. 

As  the  amount  of  currency  in.  this  country  (per- 
mitted by  the  Bank  Acts)  is  totally  inadequate  to 
meet  a  persistent  run  for  payment  of  deposits,  the 
first  and  most  obvious  remedy  for  the  disasters  of  a 
panic  is  a  system  of  Co-operation  among  the  banks 
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themselves.  In  1857,  wheu,  after  the  failure  of 
the  Western  Bank,  a  run  for  specie  began  upon  the 
other  Scotch  banks,  these  establishnients,  knowing  each 
other's  solvency,  most  wisely  acted  in  concert, — each 
lending  its  stock  of  gold  to  its  neighbours  which  had 
to  sustain  the  run.*  In  this  way  a  comparatively 
small  amount  of  specie  was  rendered  effective  to  meet 
the  unusual  pressure  then  made  upon  the  banks.  The 
great  source  of  embarrassment  to  a  bank,  when  a  run 
is  made  upon  it,  is,  we  repeat,  the  difficulty — and,  if 
the  run  be  persistent,  the  impossibility — of  convert- 
ing its  assets  into  money,  whether  notes  or  coin,  with 
sufficient  rapidity  to  meet  the  unusual  demand  upon 
it.  A  system  of  co-operation,  in  truth,  is  the  only  ade- 
quate means  of  sustaining  solvent  banks  during  such 
a  trial.  And  although  it  is  only  natural  that  banks 
should  see  without  regret  the  fall  of  rival  establish- 
ments, a  portion  of  whose  business  they  hope  to  obtain, 
nevertheless  this  is  a  perilous  game  for  them  to  play : 
for,  in  proportion  as  banks  fall,  the  panic  increases,  and  a 
run  begins  upon  the  other  banks  also.  Hence  a  policy 
of  selfishness  and  isolation  is  a  dangerous  game  for 
banks  to  play:  and  we  are  not  without  hope  that 
ere  long  the  principle  of  Co-operation  during  a  crisis 
will  be  freely  adopted  among  the  banks, — so  as  to  insure 
for  every  solvent  bank  that  aid  from  its  neighbours 
without  which  no  bank,  howsoever  well-conducted, 
can  expect  to  withstand  successfully  a  panic-run  for 
deposits. 

*  For  this  fact,  as  well  as  remarks  upon  a  System  of  Banking 
Co-operation,  see  The  Economy  of  Capital,  p.  114-118. 
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Three  years  have  elapsed  since,  in  my  previous  work 
on  this  subject,  I  advocated  a  system  of  Co-opera- 
tion, or  mutual  support,  as  the  most  efficacious  means 
of  enabling  banks  to  withstand  the  extraordinary  de- 
mands to  which  they  are  liable  during  seasons  of  panic. 
The  terrible  Crisis  of  last  year,  when  an  organised  con- 
spiracy was  directed  against  the  credit  of  banks  by  a 
band  of  unscrupulous  speculators,  has  amply  demon- 
strated the  advantage  of  the  system  which  had  been 
previously,  and  as  usual  ineffectively,  recommended.  It 
seems  to  be  the  lot  of  humanity  never  to  learn  save  ia 
the  school  of  sujQTering.  It  is  only  the  stem  lessons  of 
Experience  that  are  effectual  to  produce  important 
changes. 

In  Scotland  and  Ireland,  a  system  of  banking-co- 
operation can  be  readily  established ;  but  in  England  a 
serious  obstacle  is  presented,  owing  to  the  vast  number 
of  separate  banks  in  that  country.  Had  the  banking- 
system  in  England  been  allowed  to  develop  itself  under 
a  regime  of  freedom,  instead  of  there  being  about  300 
separate  banks,  there  would  have  been  20  or  30  large 
ones,  with  branches  spread  over  the  provinces.  Owing 
to  the  consolidation  of  banks  which  of  late  years  has 
begun,  and  which  may  be  greatly  facilitated  by  a  wise 
revision  of  the  Bank  Acts,  we  hope  to  see  the  present 
obstacles  to  a  system  of  banking  co-operation  in  Eng- 
land greatly  lessened,  by  many  of  the  small  banks 
voluntarily  uniting  themselves  as  branches  to  the  larger 
establishments. 

Nevertheless,  a  system  of  Co-operation,  however  valu- 
able, is  not  enough.     Throughout  this  chapter,  we  have 
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taken  our  Monetary  System  as  it  exists :  and  we  tave 
seen  that  a  grand  embarrassment  to  banks,  during  ex- 
ceptional periods,  arises  from  the  inability  to  convert 
their  assets  into  currency  in  order  to  meet  the  increased 
demand  upon  them.  The  Bank  Acts  greatly  aggravate 
this  difficulty :  but  how  it  is  to  be  met  is  a  question 
which  must  be  reserved  for  consideration  m  a  subse- 
quent portion  of  this  work. 


XII. 
THE  RATE  OF  INTEREST 


Among  the  tales  of  Oriental  despotism,  numerous  as 
those  of  the  Thousand  and  One  Nights,  there  is  one — 
there  are  many — of  a  good  King  who  had  a  bad  Vizier. 
The  King  had  sincerely  at  heart  the  welfare  of  his  peo- 
ple ;  but  the  Eoyal  grace  was  narrowed  in  its  flow  by 
having  to  pass  through  the  Vizier  as  an  outlet.  The 
covetous  Prime -Minister  levied  from  the  recipients  a 
tax  upon  the  Eoyal  favours.  So  he  grew  very  rich; 
while  the  country  suffered,  and  the  people  became  very 
poor. 

Among  other  measures  of  Eoyal  care  for  the  wants  of 
the  people,  the  King  had  constructed  a  vast  Bund,  or 
reservoir  of  water, — in  order  that,  in  seasons  of  drought, 
there  might  always  be  a  supply  of  water  for  irrigating 
the  fields,  by  the  produce  of  which  the  people  lived.  In 
the  East,  nine-tenths  of  the  population  are  dependent 
upon  the  soil  for  their  subsistence ;  and  the  great  desid- 
eratum at  all  times  is,  an  adequate  supply  of  water. 
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Give  but  water,  and  the  produce  of  seed-time  and  har- 
vest never  fails.  Water  is  the  one  thing  needful.  But 
the  Vizier  would  have  his  profit  on  this  also,  regardless 
of  the  sufferings  of  the  people  confided  to  his  care. 

Now,  a  year  of  great  drought  came,  and  the  people 
clamoured  for  water  to  irrigate  their  parched  fields.  It 
is  not  said  whether  the  Eoyal  reservoir  was  as  large  as 
the  artificial  lakes  in  Ceylon — the  ruins  of  which,  thirty 
miles  in  circumference,  are  stiU  to  he  seen.  But  any- 
how, the  EJing  had  constructed  it  of  such  large  size  that 
it  contained  water  enough  and  to  spare  for  the  whole 
surrounding  country,  even  in  seasons  of  the  greatest 
drought.  All  that  was  needed  was,  that  the  sluices 
should  be  fully  opened,  and  the  precious  streams  would 
have  fertilised  the  arid  plains.  But  the  Vizier  resolved 
to  make  a  large  profit  out  of  the  wants  of  the  people. 
So  he  opened  the  sluices  only  a  little,  pretending  that 
he  could  do  no  more,  and  charged  an  exorbitant  price 
for  the  supply  of  water.  All  classes  suffered, — ^but  not 
alike.  The  rich  men  of  the  country  were  able  to  get 
all  they  wanted,  by  paying  the  greedy  Vizier  the  high 
terms  which  he  exacted;  and  they  reimbursed  them- 
selves for  this  by  charging  an  exorbitant  price  for  the 
grain  and  rice  which  they  sold  to  the  starving  people. 
But  the  poorer  classes,  who  had  not  money  enough  to 
pay  so  much,  beheld  their  fields,  the  support  of  their 
homes,  parched  and  barren :  and  a  great  famine  over- 
spread the  land.  In  consequence,  the  people  could  not 
pay  the  usual  taxes — which  in  the  East  are  raised  almost 
entirely  in  the  form  of  a  land-tax ;  and  the  Eling's  tax- 
gatherers  came  back  reporting  that  they  could  not  get 
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the  yearly  tribute.  Moreover,  starving  crowds  began  to 
gather  about  the  gates  of  the  Eoyal  palace ;  and  the 
King  never  went  out  without  being  besieged  by  crowds 
of  his  starving  and  angry  people. 

At  last,  when  no  taxes  came  in,  and  tumults  began  to 
arise,  the  King  resolved  to  see  for  himself  what  was  the 
matter.  So  he  went  forth,  and  found  the  fields  lying 
brown  and  barren,  and  the  rice-crops  withered  and  yel- 
low, and  burnt  up, — and  the  poor  starving ;  while  the 
rich  repaid  themselves  for  the  Vizier's  greed  by  throw- 
ing the  burden  upon  the  rest  of  the  people :  and  the 
Vizier  fleecing  them  all.  And  the  Iting  said,  "  Why  is 
this?  In  the  reservoir  there  is  water  enough  and  to 
spare.  Why  do  you  not  get  from  it  water  for  the  fields, 
that  so  you  may  live  and  pay  taxes  ? "  And  they  said, 
"  The  Vizier  will  not  give  us  the  water  unless  we  pay  so 
much, — and  we  have  given  our  all,  yet  cannot  get  enough 
of  water."  So  the  King  was  angry,  and  ordered  the  sluices 
to  be  opened  to  the  full ;  and  the  fertilising  streams 
ran  in  plenty  over  the  plain, — and  their  running  was 
like  joyous  music  in  the  ears  of  the  people:  and  the 
famine  began  to  cease.  And  the  Vizier  was  seized  by 
the  people,  and  thrown  into  the  Bund,  where  he  was 
drowned  by  the  water  of  which  he  had  been  so  avari- 
cious. And  the  King's  taxes  were  paid  as  before,  and 
the  angry  discontent  of  the  people  passed  away. 

Now,  what  Water  is  to  the  population  of  Eastern 
countries.  Money  is  to  ours.  In  the  East  men  live  by 
the  soil ;  in  this  country,  our  prosperity  depends  mainly 
upon  Trade.  And  for  carrying  on  that  Trade,  an  ade- 
quate supply  of  money  is  indispensable.     In  the  East, 
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payments  in  kind  to  a  great  degree  stUl  suffice  for  the 
settlement  of  accounts :  the  ryot,  for  example,  who  bor- 
rows a  quantity  of  rice  for  seed  or  for  food,  repays  in 
rice  both  the  principal  and  the  interest  of  the  debt.  But 
in  England  the  system  of  barter  is  exploded,  and  every 
pajnnent  must  be  made,  either  directly  or  indirectly,  in 
money.  In  this  country,  every  payment  must  be  made 
in  money,  or  in  forms  of  credit  which  are  promises  to 
pay  in  money.  Therefore  a  wise  Government  should 
take  care  that  no  needless  or  artificial  restrictions  be 
placed  upon  the  supply  of  this  indispensable  com- 
modity. 

Money  (bank-notes  or  coin  of  the  realm)  is  simply  a 
form  of  wealth,  into  which  all  other  kinds  of  wealth 
may  be  converted.  And  no  artificial  restrictions  ought 
to  be  imposed  upon  such  conversion.  The  State  may, 
or  may  not,  take  into  its  own  hands  the  supply  of 
money  for  the  community  —  it  may  issue  notes,  and 
import  the  requisite  amount  of  specie  to  insure  their 
convertibility,  if  it  pleases  ;  but  if  this  supply  be  left  to 
private  parties,  the  State  ought  to  take  care,  above  all 
things,  that  there  is  not  a  monopoly, — and  that,  what- 
ever regulations  it  may  think  fit  to  place  upon  the 
supply  of  banking-currency,  all  parties  alike  should  be 
free  to  carry  on  that  business.  The  State  should  either 
take  the  supply  of  money  into  its  own  hands, — or  else 
it  should  leave  the  community  at  full  liberty  to  supply 
its  own  wants,  and  to  get  those  wants  supplied  in  the 
manner  which  it  finds  most  advantageous.  A  supply 
of  money,  we  repeat,  is  as  necessary  to  the  prosperity 
of  this  and  other  countries  of  the  West,  as  a  supply  of 
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water  is  to  the  lands  of  the  East.  And  for  a  Govern- 
ment to  make  the  supply  of  money  a  private  and  un- 
checked monopoly,  is  really  as  unwise  and  despotic  a 
proceeding  as  it  would  be  for  an  Eastern  Sultan  to  con- 
fer a  monopoly  of  the  supply  of  water  upon  his  Vizier 
or  other  favourite.  Government  may,  if  it  please,  re- 
quire that  every  reservoir  for  the  supply  of  the  indis- 
pensable wants  of  the  community  be  constructed  upon 
certain  principles,  which  have  been  found  to  be  the 
most  advantageous ;  but,  subject  to  these  conditions, 
the  business  of  supply  ought  to  be  free  to  all  parties 
alike.  Whether  it  is  better  for  a  Government  to  take 
the  supply  of  money  into  its  own  hands,  or  to  leave 
that  business  to  private  establishments,  is  a  debatable 
question;  but  there  can  be  no  question  that  for  a 
Government  to  hand  over  the  supply  of  currency  as  a 
monopoly  to  private  parties,  is  a  procedure  of  all  others 
the  most  vicious  in  principle  and  the  most  mischievous 
in  practice.  It  places  the  community,  as  regards  the 
supply  of  money,  as  much  at  the  mercy  of  these  private 
monopolists,  as  the  subjects  of  the  Eastern  King  were 
at  the  mercy  of  the  greedy  Vizier  for  a  supply  of  water. 
A  scarcity  of  money  affects  the  Eate  of  Interest — the 
price  of  money  on  loan — just  as  a  want  of  roads,  or  a 
deficiency  of  the  means  of  transport,  affects  the  price  of 
goods  to  the  purchaser.  If  all  the  corn  in  England  were 
in  store  at  York,  and  if  there  were  no  adequate  means 
of  conveying  it  to  London,  the  price  of  corn  in  London 
would  be  commensurately  enhanced.  In  the  case  of 
coal,  this  actually  occurs  whenever  a  hard  frost  lessens 
the  means  of  transport,  by  sealing  up  the  canals.     In  a 
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most  striking  manner,  the  same  thing  is  exemplified  in 
India.  India  at  all  times  produces  food  enough  for  its 
entire  population :  and  if  the  means  of  transport  were 
as  abundant  there  as  here,  there  never  would  be  a 
famine  in  India.  Nevertheless  tens  of  thousands  fre- 
quently perish  in  India,  in  seasons  of  local  drought, 
simply  owing  to  the  difficulties  of  transport,  and  the 
want  of  good  country  roads,  by  which  food  can  be  con- 
veyed to  the  suffering  locality.  The  price  of  rice,  M'hich, 
if  it  could  be  handed  from  the  producer  to  the  consumer, 
would  be  about  a  halfpenny  a-pound,  occasionally  be- 
comes twopence  a-pound,  owing  to  the  want  of  the 
means  of  transferring  it  from  the  man  who  has  it  to  the 
man  who  wants  it. 

In  like  manner  does  a  deficiency  of  money  raise  the 
rate  of  interest.  It  destroys  the  negotiability  of  pro- 
perty ;  it  obstructs  the  mobilisation  of  wealth ;  it  pre- 
vents the  conversion  of  goods  into  currency,  which 
ought  to  be  as  free  as  the  conversion  of  money  into 
goods.  The  vast  reserves  of  wealth  become  unavailable 
for  use  as  loanable  capital,  because  they  cannot  be  con- 
verted into  general  currency.  And  hence  the  rate  of 
interest  is  raised,  not  from  any  want  of  capital,  or 
reserve-wealth,  but  because  that  wealth  is  no  longer 
convertible  into  a  loanable  form.  The  effect  is  the 
same  as  if  an  immense  reservoir  of  water  were  let  out, 
for  public  use,  only  through  a  small  aperture.  Not  the 
abundance  of  the  water,  but  the  size  of  the  orifice, 
would  regulate  the  price.  However  much  water  might 
be  in  the  reservoir,  the  supply  would  be  limited  by  the 
means  of  exit, — by  the  means  of  transferring  the  pre- 
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cious  fluid  to  those  who  wanted  it.  The  scarcity  would 
be  artificial :  by  simply  enlarging  the  outlet,  the  supply 
would  be  ample.  But  as  long  as  the  restriction  on  the 
issue  remains,  the  supply  must  be  inadequate, — and  a 
famine-price  has  to  be  paid  for  the  contents  of  the 
reservoir,  though  the  actual  power  of  supply  be  really 
ample  for  the  wants  of  the  community. 

The  Rate  of  Interest— this  is  the  most  important 
practical  point  in  the  wide  question  of  monetary  science. 
The  great  Napoleon  said  that  the  only  use  of  the  Bank 
of  France  was  to  lend  money  at  four  per  cent.  And  as 
a  matter  of  fact,  both  in  Prance  and  in  England  (prior 
to  1844),  the  rate  of  interest  was  generally — as  Napo- 
leon held  it  ought  always  to  be — four  per  cent.  For  a 
century  and  a  half  the  rate  charged  by  the  Bank  of 
England,  and  aU  the  other  banks  in  this  country,  never 
varied  more  than  one  per  cent — averaging  about  four 
and  a  half  per  cent.  Whether  or  not  this  is  a  fair  rate 
of  banking  profits — a  fair  charge  for  the  conversion  of 
good  and  readily  convertible  securities  into  banking- 
currency — we  need  not,  from  our  point  of  view,  stay  to 
inquire.  For  we  hold  that  the  only  legitimate  test  ia 
such  a  case  is,  the  law  of  Supply  and  Demand,  operat- 
ing under  natural  conditions, — that  is  to  say,  free  from 
artificial  restrictions  of  any  kind. 

We  are  opposed  to  fixing  the  rate  of  interest,  or  im- 
posing a  maximum  upon  that  rate,  by  legal  enactment. 
For  two  reasons :  Firstly,  because  the  cost  of  issuing 
banking-currency  in  exchange  for  securities  (i.  e.,  the 
cost  to  banks  of  keeping  specie  sufficient  to  meet  the 
demands  which  may  be  made  upon  them),  fluctuates 
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from  time  to  time ;  so  also  does  the  demand  for  such 
banking-accommodation  on  the  part  of  the  public  :  and 
either  of  those  causes  naturally  calls  for  a  variation  of 
the  rate  of  discount.  Also,  because  the  credit  of  bor- 
rowers, or  the  validity  of  the  securities  offered,  varies, 
— so  that  in  some  cases  a  percentage  (equivalent  to  a 
premium  of  insurance)  has  to  be  added  to  the  ordinary 
rate  of  interest.  Secondly,  we  are  opposed  to  any  legis- 
lative restriction  upon  the  rate  of  interest,  because  it  is 
an  interference  with  the  freedom  of  banking ;  and,  in 
our  opinion,  the  less  legislation  of  a  restrictive  kind 
there  is  for  banking,  as  for  other  trades,  the  better. 

The  rate  of  interest — by  its  effects  upon  the  profits 
of  industrial  enterprise,  and  consequently,  also,  upon 
the  employment  of  labour  — is  one  of  the  most  im- 
portant elements  which  influence  the  wellbeing  of  a 
community.  As  nearly  all  our  trade  is  carried  on  by 
means  of  credit,  the  Eate  of  Interest  (one  form  of  which 
is  the  rate  of  discount)  forms  a  deduction  from  the 
profits  of  industry,  and  it  may  rise  so  high  as  to  absorb 
all  those  profits.  When  the  Eate  is  low  or  moderate, 
many  industrial  undertakings  can  be  carried  on,  which 
must  be  abandoned  when  the  Eate  becomes  high. 
Under  a  high  rate  of  interest,  the  only  kinds  of  trade 
which  can  be  carried  on  are  those  which  yield  more 
than  the  ordinary  rate  of  profits,  or  which  are  conducted 
by  great  capitalists,  who  can  afford  to  stand  a  temporary 
loss.  The  trader  of  moderate  means,  or  the  rising  man 
who  seeks  to  compensate  his  lack  of  capital  by  industry 
and  ability,  has  at  such  times  to  go  to  the  wall ;  and 
has  the  mortification  to  see  his  business  appropriated, 
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or  his  stock  bought  up,  hy  some  large  capitalist,  who 
can  not  only  withstand  the  hard  times,  but  make  a 
profit  by  buying  up  the  depreciated  goods  of  his 
smaller  neighbours  or  rivals  in  the  trade. 

As  the  rate  of  iaterest  rises,  one  class  of  business  after 
another  becomes  unprofitable.  The  national  industry  is 
contracted,  labour  is  robbed  of  its  wages,  and  thousands 
of  the  working-classes  are  thrown  out  of  employment. 
Turgot,  by  a  grand  and  striking  figure,  has  likened  the 
Eate  of  Interest  to  a  flood-level  "  below  which  all  labour, 
all  cultivation,  all  industry,  all  commerce,  cease.  It  is 
like  a  sea  spread  over  a  vast  country :  the  summits  of  the 
mountains  rising  above  the  waters,  and  forming  fertile 
and  cultivated  islands.  But  if  that  sea  begin  to  ebb,  in 
proportion  as  the  level  of  the  waters  falls,  the  slopes  of 
the  mountains,  then  the  plains  and  the  valleys,  come  into 
view,  and  give  birth  to  all  kinds  of  produce.  The  rise 
or  fall  of  the  flood-level  to  the  extent  of  a  single  foot 
suffices  to  inundate,  or  to  give  to  ciiltivation,  immense 
tracts  of  country."  So  is  it  with  the  Eate  of  Interest. 
Every  rise  to  the  extent  of  a  single  per  cent  above  the 
ordinary  level  tends  to  suppress  some  branches  of  in- 
dustry; and  when  the  rate  rises  to  10  per  cent,  all 
trade  becomes  wofully  contracted, — the  field  of  labour 
is  almost  submerged,  and  scores  of  our  merchants  and 
thousands  of  our  working-classes  perish  beneath  the 
rising  flood. 

The  Eate  of  Interest,  speaking  roundly,  means  the 
charge  for  loans  of  Money, — as  the  words  Eent  and  Hire 
mean  the  charge  for  loans  of  most  other  kinds  of  Pro- 
perty.   The  rate  of  interest  includes,  as  one  of  its  forms. 
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tlie  Eate  of  Discount, — i.e.,  tlie  charge  whicli  banks 
make  for  allowing  their  customers  to  draw  upon  them 
for  Money  in  exchange  for  the  deposit  of  suitable 
securities  ;  in  other  words,  in  exchange  for  other  kinds 
of  property  of  a  readily  negotiable  kind.  And  as  banks 
are  the  great  reservoirs  of  Money,  and  are  the  sole  source 
from  which  a  supply  of  general  currency — whether 
coin,  notes,  or  cheques — can  be  obtained,  the  Eate  of 
Discount  (or,  as  it  is  usually  called,  the  Bank-rate)  is 
the  main  element  which  regulates  the  rate  of  interest 
throughout  the  country.  "When  the  Bank-rate  is  high, 
private  individuals  demand  a  higher  rate  of  interest 
for  the  use  of  their  money  than  when  the  Bank-rate 
is  low.  Accordingly  a  railway  company,  for  example, 
has  to  pay  more  for  its  loans  (debentures)  when  the 
Bank-rate  is  high :  and  the  same  is  the  case  in  regard 
to  all  other  transactions  of  a  similar  kind.  As  loans  of 
money  are  frequently  made  for  long  periods,  as  in  the 
case  of  mortgages,  &c.,  the  rate  of  interest  charged  for 
them  does  not  invariably  correspond  with  the  rate  of 
discount,  i.e.,  the  Bank-rate  of  the  day.  Nevertheless 
the  Eate  of  Discount  is  the  main  element  or  considera- 
tion which  regulates  the  Eate  of  Interest  throughout  a 
country :  and  consequently  it  is  a  matter  of  the  highest 
importance  to  ascertain  the  causes  which  occasion  its 
fluctuations. 

The  special  function  of  banks,  and  their  sole  function 
apart  from  the  mere  receiving  of  money  in  deposit,  is  to 
"  mobilise  "  property — to  give  general  currency,  in  the 
form  of  coin,  notes,  or  cheques,  in  exchange  for  securi- 
ties in  the  form  of  commercial  currency  (bills)  or  other 
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kinds  of  negotiable  property.  The  cost  of  making  those 
exchanges,  plus  a  profit  on  the  transaction,  constitutes 
the  Bank-rate  or  rate  of  Discount.  This  cost  depends 
upon  the  various  forms  in  which  such  exchanges  are 
made.  A  Bank  is  liable  to  pay  the  amount  of  all  such 
exchanges  in  coin  of  the  realm :  and  the  extent  to  which 
payment  is  caUed  for  in  this  form  is  the  main  element  of 
the  Bank's  cost  iu  the  transaction : — 

(1)  If  payment  of  those  exchanges  (discounts)  were  re- 
quired only  in  the  form  of  cheques,  the  cost  to  the  banks 
of  a  country,  as  a  whole,  would  be  nil:  for  it  would  merely 
involve,  by  means  of  the  Clearing-system,  the  transfer  of 
so  much  credit  (based  upon  securities)  at  the  Bank  of 
England  from  some  of  the  banks  to  others.  (2)  If  pay- 
ment were  required  in  notes,  the  cost  of  the  transaction 
would  be  equivalent  to  the  amount  of  specie  (bearing  no 
interest)  which  the  banks  would  require  to  keep  on  hand 
to  preserve  the  convertibility  of  the  notes, — i.  e.,  to  meet 
the  demand  which  might  be  made  upon  banks  to  give 
coin  in  exchange  for  their  notes :  which  usually  is  a 
mere  trifle — ^the  notes  of  a  bank  of  good  credit  never 
being  cashed  by  their  holders  except  as  a  means  of 
obtaining  "  small  change."  (3)  But  if  payment  of  those 
exchanges  is  required  from  banks  in  the  form  of  specie, 
the  cost  of  the  transaction  becomes  serious.  And  as  all 
banks  are  liable  to  this  demand  for  specie  in  exchange 
for  the  securities  which  they  discount,  they  must  keep  on 
hand  or  in  reserve  an  adequate  stock  of  specie  for  this 
purpose, — the  loss  of  interest  upon  which  specie  consti- 
tuting a  cost  or  outlay  on  their  business,  which  cost 
(plus  their  profits)  must  be  covered  by  the  Bank-rate — 
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i.e.,  the  charge  which  they  make  upon  those  who  deal 
with  them. 

The  mere  amount  of  a  bank's  discount-operations, 
therefore,  is  but  a  minor  point  in  determining  the  Eate 
of  Discount :  the  great  point  is  the  extent  to  which  the 
banks  are  called  upon  to  pay  the  amount  of  their  dis- 
counts in  specie. 

Let  us  consider,  then,  the  circumstances  under  which 
the  demand  upon  banks  for  specie-payments  is  in- 
creased,— or,  in  other  words,  the  circumstances  which 
naturally  and  properly  occasion  a  rise  of  the  Bank-rate. 
These  may  be  classified  under  four  heads :  (1)  an  in- 
crease of  trade  and  financial  enterprise ;  (2)  a  commer- 
cial crisis,  or  partial  break-down  of  mercantile  credit ; 
(3)  a  financial  crisis,  or  collapse  of  speculative  enter- 
prise ;  (4)  a  Panic,  or  partial  break-down  of  banking 
credit,  producing  a  run  upon  the  banks  for  payment  of 
their  deposits  in  notes  and  specie. 

(1)  An  increase  of  trade  and  financial  enterprise 
produces  at  most  only  a  very  trifling  increase  in  the 
demand  for  notes  and  coin.  It  is  superfluous  to  say 
that  an  increase  of  trade  does  not  necessarily  or  usually 
occasion  an  increased  demand  upon  the  banks  for  specie 
for  export.  On  the  contrary  (as  notably  in  the  case  of 
France  of  late  years*),  a  great  increase  of  trade'may  be 
attended  by  a  great  influx  of  specie.  But,  to  make  the 
case  perfectly  clear,  let  us  suppose  that  the  expansion 
of  business  is  purely  of  a  domestic  kind, — say,  in  the 
construction  of  railways,  increase  of  manufactures,  im- 
proving of  land,  &c.  In  such  cases,  the  wealth  employed 
'  Tide  supra,  p.  57. 
N 
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is  not  sent  abroad,  and  bank-notes  and  cheques  alone  are 
needed  in  its  transference  from  hand  to  hand,— plus  a 
small  amount  of  coin  required  in  payment  of  wages, 
especially  if  (as  in  England)  there  are  no  small  notes, 
l^ow,  as  the  additional  amount  of  notes  taken  from  the 
banks  on  such  occasions  are  not  meant  to  be  cashed, 
but  perfectly  suffice  of  themselves  for  the  requirements 
of  the  public,  the  only  extra  necessary  cost  to  the  banks 
during  a  time  of  increased  trade  is  measured  by  the 
additional  amount  of  specie  in  the  form  of  coins  which 
is  then  needed  by  the  public.  And  this,  accordingly,  is 
the  only  necessary  ground  for  a  rise  of,  the  bank-rate 
on  such  occasions. 

Nevertheless  at  such  times  there  is  an  increased  de- 
mand for  banking-accommodation:  every  increase  of 
business  being  attended  by  a  larger  creation  of  bills  and 
acceptances,  which  in  due  coiirse  are  taken  to  the  banks 
to  be  discounted.  Hence  the  banks  find  that  they  can  in- 
crease the  amount  of  their  business;  and  every  extension 
of  a  bank's  discount-operations  augments  to  an  equal 
degree  the  bank's  profits,  even  though  the  rate  of  interest 
remain  the  same.  Accordingly,  so  far  as  profit  is  con- 
cerned, the  banks  may,  with  great  advantage  to  them- 
selves, enlarge  the  amount  of  their  discounts  without 
exacting  a  further  profit  by  raising  their  charge  thereon.* 
On  the  other  hand,  it  is  natural  that  banks,  like  other 

*  It  must  not  be  forgotten  (althongli  it  often  is)  that  such  an  in- 
creased demand  for  loanable  capital  is  accompanied  by  an  increased 
creation  of  capital,  and  especially  of  loanable  capital,  owing  to  the 
increase  of  trade  and  of  profits.  As  trade  augments,  the  profits  of  the 
nation  increase  likewise.  In  fact,  it  is  the  yearly  increase  of  profits 
which  mainly,  if  not  alone,  permits  the  yearly  increase  of  trade. 
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traders,  should  seek  to  obtain  the  highest  possible  price 
for  the  commodity  in  which  they  deal.  When  the  de- 
mand for  banking-accommodation  is  increased,  they  may 
justly  say — "  It  is  true  that  an  enlargement  of  discounts 
is  very  profitable  to  us,  of  itself;  but  if  the  demand  for 
banking-accommodation  is  so  urgent  that  we  can  exact 
higher  terms  for  supplying  it,  by  raising  the  rate  of  dis- 
count, and  so  obtain  a  double  means  of  profit,  we  are 
entitled  to  do  so." 

(2)  A  partial  collapse  or  break-down  of  commercial 
credit  necessarily  produces  an  increased  demand  for 
banking-currency,  to  take  the  place  of  the  partially  dis- 
credited commercial  currency.  Whatever  be  the  primary 
cause  of  a  commercial  crisis,  a  fall  of  prices  is  its  most 
serious  concomitant.  A  sudden  fall  of  prices  in  any 
branch  of  trade  weakens  the  credit,  it  may  be  imperils 
the  solvency,  of  the  firms  engaged  in  that  trade.  There 
are  fewer  buyers  than  before, — the  whole  operations  of 
the  trade  thus  temporarily  embarrassed  are  contracted ; 
and  the  holders  of  stocks,  while  reducing  or  wholly 
suspending  their  usual  orders  for  goods,  are  placed  in  a 
serious  dilemma.  Their  credit  being  diminished,  those 
firms  find  that  they  cannot  carry  on  their  business  by 
means  of  bills  to  the  same  extent  as  before.  Payment 
by  bills  falls  into  disrepute,  and  payments  in  banking- 
currency  are  proportionately  increased. 

There  are  only  two  ways  in  which  general  currency 
can  be  obtained  when  an  increased  demand  for  it  occurs. 
The  merchants  must  either  make  sales  of  their  goods  to 
an  unusual  extent,  or  they  must  discount  the  reserve  of 
biUs  which  they  usually  keep  on  hand :  sometimes  they 
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have  to  do  both.  They  are  unwilling  to  take  the  former 
course — that  is  to  say,  to  make  forced  sales, — hecause 
the  market  is  already  depressed,  and  extra  sales  would 
depress  it  still  further.  Eather  than  submit  to  this  great 
loss,  they  take  their  reserve  of  bills  to  the  banks  to  be 
exchanged  for  the  currency  which  they  require  to  carry- 
on  their  business.  This  increased  demand  for  discounts 
occasions  only  a  small  increase  in  the  demand  for  notes, 
— ^by  far  the  greater  portion  of  the  amount  being  used 
only  in  the  form  of  cheques.  And  in  so  far  as  payment 
is  taken  from  the  banks  in  notes,  these  notes  (as  in  case 
No.  1)  are  not  meant  to  be  cashed:  they  are  needed 
simply  to  fill  the  vacuum  created  by  the  temporary 
disrepute  of  commercial  currency  (bills).  Therefore,  in 
ordinary  circumstances,  they  may  safely  be  issued  with- 
out any  increase  in  the  stock  of  specie  held  by  banks. 
ISTevertheless,  as  the  demand  for  banking-currency  (notes 
and  cheques)  is  increased,  the  banks  are  entitled  to 
consult  their  own  interests  in  meeting  this  demand. 
As  we  have  already  said,  banks  may  make  an  increase  of 
profits  in  such  circumstances  simply  by  enlarging  their 
discounts,  without  raising  the  rate :  but  they  will  make 
a  double  profit  if,  while  extending  their  business,  they 
at  the  same  time  charge  more  for  their  accommodation. 
They  may  say,  therefore,  like  other  traders,  "There  is 
an  unusual  demand  for  our  wares,  and  if  we  can  turn 
the  exigencies  of  the  commercial  classes  to  our  own 
profit,  we  are  justified  in  doing  so."* 

*  It  is  a  great  mistake  (frequently  made)  to  suppose  that  an  in- 
creased requirement  for  money  is  synonymous  with  an  increased  de- 
mand for  capital  in  general.     On  the  contrary,  such  an  increase  of 
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(3)  A  Financial  crisis — in  other  words,  a  collapse  of 
speculative  enterprise  carried  on  by  joint-stock  com- 
panies— produces  generally  the  same  effects  as  a  com- 
mercial crisis.  But  it  usually,  as  in  1825  and  1866, 
more  immediately  affects  the  credit  of  banks.  The  in- 
dividual failures  are  more  serious  in  their  magnitude 
than  commercial  failures,  and  they  also  produce  a  more 
widespread  trepidation  on  the  part  of  the  general  pub- 
lic. Financial  companies  have  usually  a  large  sub- 
scribed capital,  and  frequently  also  they  hold  a  con- 
siderable amount  of  capital  deposited  with  them  by  the 
general  public.  Hence  the  collapse  of  such  companies 
produces  a  wider  alarm  than  is  occasioned  by  purely 
commercial  failures.  And  this  widespread  feeling  of 
alarm  almost  invariably  leads  to  a  "run"  upon  the 
banks  which  are  known  or  believed  to  have  been 
connected  with  the  fallen  companies.  As  the  securi- 
ties of  those  companies  become  worthless,  the  banks 
which  are  known  to  hold  those  securities  lose  their 

monetary  requirements  may,  and  usually  does,  coexist  with  a  decrease 
in  tlie  demand  for  capital  in  general.  This  is  notably  the  case  during 
every  commercial  panic.  Whenever,  from  any  cause,  any  large  fail- 
ures or  suspensions  take  place,  the  demand  for  capital  as  a  whole 
diminishes, — but  the  demand  for  money  augments.  Every  failure  or 
suspension  necessarily  diminishes  the  amount  of  business,  and  conse- 
quently the  demand  for  the  use  of  capital  on  loan.  The  suspended 
firms,  of  course,  entirely  cease  business ;  and  the  panic  or  distrust 
occasioned  by  the  suspension  of  those  firms  induces  other  firms  to  con- 
tract their  operations.  Hence  the  demand  for  capital  as  a  whole  is 
lessened.  But  the  monetary  requirements  of  the  commercial  classes 
increase.  An  increased  supply  of  bank-notes  is  required,  although  the 
ordinary  amount  of  business  is  diminished.  The  effect,  then,  is  simply 
the  same  as  if  an  increased  demand  arose  for  some  particular  com- 
modity— say  cotton  or  iron, — for  one  kind  of  capital,  while  the  general 
demand  for  capital  is  greatly  lessened. 
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credit,  and  are  immediately  subjected  to  a  severe  run 
upon  their  deposits — for  payment  in  money  of  the 
■wealth  which  the  public  had  intrusted  to  their  keeping. 
(4)  A  Banking-crisis,  or  a  run  for  deposits,  is  differ- 
ent in  its  effects  from  any  of  the  previously  mentioned 
causes  which  affect  the  rate  of  discount.  What  is  the 
natural  or  legitimate  effect  of  such  a  crisis  upon  the 
Bank-rate  ?  Obviously,  a  raising  of  the  Bank-rate  can 
have  no  effect  whatever  in  checking  a  run  for  deposits. 
It  cannot  place  any  deterrent  charge  upon  the  public 
who  make  the  "  run,"  for  the  depositors  are  entitled  to 
claim  their  money,  without  charge,  on  demand.  More- 
over, a  rise  of  the  Bank-rate  at  such  times,  by  increas- 
ing the  failures,  and  extending  the  embarrassment  to 
the  general  trade  of  the  country,  tends  only  to  augment 
the  panic,  and  consequently  the  run  upon  the  banks. 
True,  banks  which  are  "run"  upon  have  of  course  less 
money  to  lend :  all  that  they  have,  or  can  procure,  is 
needed  to  mefet  the  demand  for  repayment  of  their  de- 
posits. But  in  their  case  it  is  useless  to  raise  the 
charge  for  discounts,  for  actually  they  have  no  money 
to  lend  at  aU:  they  must  stop  discounting.  At  the 
same  time,  there  are  always  some  banks  whose  credit 
remains  unimpaired,  and  who  consequently  are  not 
"  run "  upon.  Those  banks  are  able  to  continue  their 
ordinary  business  of  discounts  and  advances :  and  as, 
at  such  times,  owing  to  the  embarrassment  of  the  other 
banks,  their  discount-business  is  largely  increased — as 
the  customers  of  the  embarrassed  banks,  which  are  no 
longer  able  to  make  the  usual  advances,  have  to  come 
to  them  for  accommodation, — ^these  fortunate  banks  (so 


THE  KATE  OF  INTEREST.  199 

to  call  them)  are  entitled  to  profit  by  their  advantage, 
by  raising  their  charge — i.e.,  the  bank-rate.  This  rise  of 
the  bank-rate,  as  we  have  said,  only  increases  the  panic, 
and  stUl  further  weakens  the  position  of  the  other 
banks.  Nevertheless — as  a  bank,  like  any  other  trader, 
has  only  to  look  after  its  own  interests — it  is  quite 
justifiable  for  any  bank  to  take  this  course,  provided 
that  its  superior  strength  and  credit  are  due  only  to 
itself.  But  if  this  bank,  say  the  Bank  of  England,  has 
acquired  its  superior  position  in  consequence  of  long- 
established  legislative  privileges,  and  to  the  greater 
power  conferred  upon  it  of  meeting  the  demands  of  the 
public  by  an  issue  of  notes,  it  is  a  very  doubtful  ques- 
tion how  far  such  a  bank  is  justified  in  using  its  privi- 
leges as  a  means  of  increasing  its  profits,  by  a  process 
(the  raising  of  the  bank-rate)  which  directly  tends  to 
augment  the  losses  of  the  commercial  classes,  to  extend 
the  panic,  and  thereby  to  further  weaken  the  position  of 
its  rivals,  the  other  and  non-privileged  banks. 

Banks,  doubtless,  are  entitled  to  charge  on  their  opera- 
tions the  highest  rate  of  profit  which  they  can  get.  But 
then,  there  must  be  free  competition,  as  in  other  trades. 
Any  farmer  who  thinks  it  advantageous  to  offer  his  grain 
in  the  market  at  65s.  the  quarter,  while  his  neighbour 
stands  out  for  70s.,  is  at  liberty  to  do  so.  In  like 
manner,  any  banks  which  are  willing  to  enlarge  their 
accommodation  to  the  public  upon  moderate  terms — 
either  contenting  themselves  with  a  lesser  amount  of 
profits  than  if  they  were  to  raise  their  rate  of  discount, 
or  feeling  assured  that  such  a  course  will  be  more  pro- 
fitable to  them  in  the  end,  by  increasing  their  amount 
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of  business — ought  to  have  the  power  to  do  so.  But  in 
order  that  the  rate  of  discount  may  be  regulated  by  the 
normal  law  of  supply  and  demand,  it  is  obvious  that 
there  must  be  no  monopoly  of  the  right  to  issue  bank- 
ing-currency in  the  form  of  notes.  All  banks  alike, 
subject  to  the  same  conditions,  ought  in  this  respect  to 
have  the  same  powers. 

One  more  point  remains  to  be  noticed.  Even  when 
all  banks  alike  are  equal  in  the  eye  of  the  law — ^that  is 
to  say,  if  they  aU.  had  the  same  rights  subject  to  the  same 
conditions, — the  rate  of  discount  may  be  abnormally 
affected  by  the  nature  of  the  legislative  restrictions 
imposed  upon  the  issue  of  bank-notes.  The  bank- 
rate,  as  we  have  said,  imder  natural  circumstances, 
is  determined  by  the  cost  which  banks  incur  in  meet- 
ing the  liabilities  which  they  take  upon  themselves  by 
the  discount  of  bUls, — ^which  cost  is  represented  by  the 
amount  of  specie  which  they  have  to  keep  in  hand  to 
meet  the  demands  which  may  be  made  upon  them  for 
payments  in  specie.  If  legislation  imposes  any  other 
condition  upon  the  issxie  of  bank-notes,  the  rate  of 
discount  is  thereby  artificially  heightened.  And  hence, 
in  the  interests  of  Industry,  which  is  the  basis  of 
national  prosperity,  care  should  be  taken  that  no  other 
restrictions  are  placed  upon  the  issue  of  bank-notes 
than  such  as  are  indispensable  to  render  the  notes  a 
safe  and  acceptable  currency  for  the  community. 

A  single  Ulustration  will  suf&ce  to  show  the  artificial 
difficulties  which  may  be  placed  upon  the  supply  of 
currency  by  monetary  legislation.  No  one  doubts 
that  if  our  Government  wanted  a  loan  of  ten  or  twenty 
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millions  sterling,  the  Chancellor  of  the  Exchequer 
could  get  it  readily  and  upon  easy  terms.  It  would 
be  subscribed  in  the  City  in  the  course  of  a  few  hours. 
But  if  it  were  required  that  the  loan  should  be  paid 
on  a  certain  day,  at  Somerset  House,  in  the  form  of 
money,  whether  gold  or  bank-notes,  the  loan  could  not 
be  got.  There  is  reserve-wealth  enough  in  the  country ; 
but  how  is  it  to  be  loaned  ? — how  is  it  to  be  advanced 
in  the  form  of  money  to  the  Government?  Ten  or 
twenty  millions  in  gold  or  notes,  in  excess  of  the  ordi- 
nary amount  of  currency,  would  be  needed  on  a  single 
day,  between  the  hours  of  10  and  4,  for  the  one  purpose 
of  withdrawing  deposits  from  the  banks  and  paying  the 
subscriptions  to  the  loan.  And  as  none  of  the  metropo- 
litan banks,  except  the  Bank  of  England,  are  allowed 
to  issue  notes, — and  as  the  other  English  banks  are  pro- 
hibited from  extending  their  issues  even  for  a  single 
day  or  hour,  however  great  may  be  the  demand  for  their 
notes  on  the  part  of  the  public, — it  is  obvious  that  the 
ten  or  twenty  millions  in  notes  or  gold,  needed  for  the 
exceptional  and  momentary  purpcrse  of  subscribing  to 
the  loan,  would  require  to  be  furnished  by  the  Bank  of 
England.  But  the  Bank,  under  the  present  system, 
could  not  do  this,  or  anything  like  it. 

AH  that  would  be  wanted,  in  such  a  case,  is  a 
momentary  supply  of  bank-notes.  But  most  of  the 
large  banks  at  present  are  not  allowed  to  issue  notes  of 
their  own  at  all;  and  siich  of  the  provincial  banks  as 
are  allowed  to  issue  notes  are  prohibited  from  doing 
so  beyond  a  certain  amount,  however  willing  the  public 
may  be  to  take  the  notes  of  those  banks.     Hence,  in 
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this  supposed  case  of  the  Government  loan,  however 
abundant  the  amount  of  wealth  ready  to  be  loaned, 
the  Government  could  not  get  the  loan  taken  up, — 
simply  from  a  want  of  the  medium  by  which  the  re- 
quired amount  of  wealth  must  be  transferred.  Capi- 
talists may  be  ready  to  lend, — the  Government  is  ready 
to  receive ;  yet  the  loan  could  not  be  made.  The  extra 
amount  of  bank-notes,  in  this  case,  would  be  needed 
only  for  a  few  hours  :  by  5  p.m.  they  might  all  be 
returned  to  the  Bank  of  England,  and  cancelled.  This 
would  be  the  natural  way  of  settling  such  a  transac- 
tion,— and  it  is  the  way  in  which  such  transactions 
used  to  be  settled.  But,  under  the  monetary  laws 
passed  in  1844-5,  such  an  increased  issue  of  banking- 
currency,  however  momentary,  is  impossible. 

Under  our  present  Bank  Acts,  the  restriction  upon 
the  issue  of  bank-notes  is  certainly  greater  than  is  re- 
quisite ;  and,  consequently,  ever  and  anon  the  rate  of 
discount  is  raised  above  the  level  which  the  natural 
circumstances  of  the  case  warrant.  In  fact,  the  issue  of 
banking-notes  is  at -present  so  fettered  that  occasion- 
ally the  supply  becomes  quite  inadequate  to  the  re- 
quirements of  the  public ;  and,  in  consequence,  not 
only  is  the  bank-rate  raised  to  an  exorbitant  point, 
with  a  proportionate  loss  to  the  public  and  a  general 
collapse  of  trade,  but,  in  times  of  crisis,  the  banks  them- 
selves become  incapable  of  meeting  the  demands  upon 
them, — so  that  the  Bank  Acts  have  to  be  suspended. 


XIII. 
OUE  MONETAE!  SYSTEM 


The  sounder  and  more  elastic  a  country's  monetary 
system  is,  the  more  prosperous  will  that  country  be  in 
times  of  peace,  and  the  more  powerful  in  war.  War, 
as  a  grand  exception,  tests  a  monetary  system  to  its 
base.  It  is  only  a  thoroughly  wise  and  scientific  system 
that  can  prove  equal  to  a  country's  requirements  in 
such  an  emergency.  Happily,  England  has  not  been 
involved  in  any  great  war  for  the  last  fifty  years ;  and 
for  the  last  eleven  years  we  have  enjoyed  the  blessings  of 
uninterrupted  peace.  Nevertheless,  during  those  eleven 
years  our  country  has  suffered  from  monetary  crises  to 
a  most  unwonted  extent.  Why  is  this  ?  The  banking- 
classes,  and  all  the  upholders  of  the  present  Bank  Acts, 
have  been  profuse  in  explanations.  At  one  time,  they  say, 
the  embarrassment  was  produced  by  bad  harvests ;  at 
another,  by  "  over-trading ; "  at  another,  by  "  new  com- 
panies;" at  another,  by  our  "cotton-trade;"  at  another, 
by  "  a  too  great  conversion  of  floating  into  fixed  capi- 
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tal ; "  at  another,  by  the  "  destruction  of  capital  in  the 
United  States;"  at  another,  simply  by  the  increase 
of  trade  and  employment  in  this  country.  Those  ex- 
planations are  for  the  most  part  exceedingly  hazy  and 
unsatisfactory ;  but  even  if  they  were  substantially 
correct,  they  are  so  numerous  and  so  diverse  as  to 
suggest,  of  themselves,  that  our  monetary  system  can- 
not be  well  framed,  since  it  is  liable  to  serious  embar- 
rassment from  such  an  endless  diversity  of  causes. 

Let  us,  then,  examine  our  Monetary  System,  as 
established  by  the  Bank  Acts  of  1844-5,  and  its  prac- 
tical working. 

The  Act  of  1844  enacted  that  no  new  banks  of  issue 
should  be  established  in  any  part  of  the  kingdom.  And 
the  then-existiug  English  banks  of  issue  (the  Bank  of  Eng- 
land excepted)  were  prohibited  from  increasing  their  note- 
circulation  beyond  the  average  amount  of  those  issues  at 
the  time  when  the  Act  was  introduced.  The  banks  of 
Scotland  and  Ireland  were  allowed  to  issue  notes  beyond 
that  amount,  on  condition  that  for  such  extra  issues  these 
banks  should  keep  on  hand  an  equal  amount  of  gold. 
Such  issues  accordingly  yield  no  profit.  Moreover,  no 
provision  was  made  for  the  lapse  of  issues  arising  from 
any  of  those  banks  discontinuing  business :  so  that  any 
vacuum  in  the  Scotch  or  Irish  currency  arising  from 
this  cause  can  only  be  fiUed  up  by  the  other  banks  of 
those  countries  increasing  their  stock  of  gold  in  order  to 
extend  their  note-issues.  The  provincial  banks  of  Eng- 
land (i.e.,  aU  the  English  banks  of  issue  except  the  Bank 
of  England)  were  placed  on  a  somewhat  different  footing. 
They  were  not  allowed  to  extend  their  "  fixed  issues " 
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(i.e.,  the  average  amount  of  their  note-circulation  in  the 
spring  of  1844)  upon  any  terms, — not  even  on  the  con- 
dition of  holding  gold  to  an  eq^ual  amount.  If  any  addi- 
tion to  the  English  note-circulation  became  necessary,  it 
-was  to  be  supplied  by  an  increased  issue  on  the  part  of  the 
Bank  of  England.  It  was  also  enacted  that,  in  the  event 
of  any  of  the  English  banks  of  issue  discontinuing  busi- 
ness, the  vacuum  thereby  occasioned  in  the  currency 
should  be  supplied  by  the  Bank  of  England  only  to  the 
extent  of  two-thirds  of  the  lapsed  issues.  And  this  only 
on  two  conditions  :  namely,  that  the  Bank  of  England 
should  be  empowered  to  do  so  by  an  Order  in  Council ; 
and  also,  that  the  profit  upon  these  additional  issues  of 
the  Bank  (for  which  it  was  not  rec[uired  to  keep  an 
equal  amount  of  gold)  should  go  to  the  State.  With 
this  exception,  the  Bank  was  not  allowed  to  extend  its 
note-issues  unless  it  equally  increased  the  amount  of 
gold  locked  up  in  its  Issue  Department. 

The  effect  of  these  regulations  has  been  greatly  to 
reduce  the  number  of  the  banks  of  issue  in  the  king- 
dom, and  to  some  extent  to  reduce  the  amount  of  note- 
currency.  "When  the  Act  of  1844  was  passed,  the 
number  of  banks  of  issue  in  England  (exclusive  of  the 
Bank  of  England)  was  275,— it  is  now  187;  in  1844 
the  authorised  issue  of  those  banks  was  £8,648,853, — 
it  is  now  £6,771,256.  Thus,  since  1844,  the  banks  of 
issue  in  England  have  been  reduced  in  number  by  88, 
or  nearly  one-third;  and  their  authorised  circrdation 
has  been  diminished  to  the  extent  of  more  than  one-fifth.* 

*  The  "fixed  issues"  of  the  English  bants  (exclusive  of  the  Bank 
of  England)  now  stand  as  follows  : — 


206  OTTR  MONETAET  SYSTEM. 

In  lieu  of  the  £1,877,597  of  lapsed  English  issues,  the 
Bank  of  England  has  been  authorised  to  issue  notes 
of  its  own  to  the  extent  of  £1,000,000, — leaving  a  defi- 
ciency to  the  amount  of  nearly  a  million  (£877,597). 
And  as  a  lapse  of  the  authorised  note-issues  of  Scot- 
land has  taken  place  to  the  extent  of  £337,938,  the 
total  dimiaution  of  the  note-currency  from  this  cause 
at  present  amounts  to  rather  more  than  £1,200,000.* 

Thus  the  actual  and  natural  result  of  the  Bank  Acts 
has  been  greatly  to  reduce  the  power  of  issuing  bank- 
notes in  this  country  below  what  it  was  twenty-three 
years  ago.  But,  ignoring  this  not  unimportant  de- 
crease, let  us  say  simply  that  under  the  Bank  Acts 
the  power  of  issuing  bank-notes  has  been  fixed  at  its 
amount  in  1844.  What  are  the  consequences  ?  Since 
that  time  the  foreign  trade  of  the  country  has  trebled  in 
amount,  and  the  home  trade  has  likewise  greatly  in- 
creased. At  the  same  time  our  note-cujrency  has  not 
been  allowed  to  expand  at  aU.  The  effects  of  an  ex- 
panding trade  combined  with  a  fixed  note-circulation 
are  twofold, — the  one  permanent,  the  other  temporary ; 
and  both  of  them  are  injurious  to  the  community. 

In  every  progressive  country  like  ours,  the  amount  of 
money  required  to  store  up  the  iacreasing  wealth  of  the 
community  steadily  increases  ;  while  more  money  also 

131  Private  banks,  with  a  maximum  issue  of   .      £4,032,616 
66  Joiat-stock  banks    „        ,,  „  .        2,738,640 


Total, £6,771,256 

But,  as  tbese  banks  have  at  all  times  to  keep  carefully  within  this 
maximum,  the  actual  power  of  issue  is  less  than  £6, 000, 000. 

*  For  a  detailed  account  of  the  provisions  and  working  of  the  Bank 
Acts,  see  the  chapter  on  the  Bank  of  England  in  my  previous  work  on 
The  Economy  of  Capital. 
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is  required  in  active  circulation,  to  carry  on  the  opera- 
tions of  trade  and  industry.  Almost  all  large  payments 
in  this  country  are  made,  not  in  money,  but  by  cheques ; 
but  all  retail  payments,  and  the  weekly  wages  of  opera- 
tives, are  made  in  money,  either  coin  or  notes.  Now, 
as  the  note-currency  is  at  present  fixed  in  amount,  the 
steady  increase  which  takes  place  in  the  amount  of 
those  retail  payments  can  only  be  made  by  means  of 
a  corresponding  addition  to  our  stock  of  the  precious 
metals  in  the  shape  of  coin.  It  appears  from  the  re- 
turns of  the  Mint  and  of  the  Bank  of  England,  that  no 
less  than  120  millions  of  gold  have  been  added  to  the 
coinage  since  the  passing  of  the  Bank  Acts ;  and  as 
long  as  those  Acts  continue  in  existence,  an  additional 
amount  of  gold  must  annually  be  imported  in  order  to 
meet  our  increasing  requirements  for  currency.  More- 
over, besides  this  necessary  and  progressive  increase 
in  the  active  circulation  of  the  country,  an  addi- 
tional and  steadily  increasing  amount  of  money  is 
required  in  the  banks,  to  represent  the  reserve-wealth 
of  the  country.  The  wealth  of  the  nation  increases 
every  year  to  the  extent  of  at  least  150  millions  ster- 
ling ;  and  the  portion  of  this  wealth  which  is  deposited 
in  bank  is  likewise  increasing.  For  example,  during 
the  last  ten  years,  the  deposits  in  the  London  joint- 
stock  banks  have  doubled  in  amount ;  and,  in  conse- 
quence, the  amount  of  money  which  those  banks  keep 
in  reserve  has  increased  in  an  almost  equal  proportion. 
A  corresponding  though  doubtless  lesser  increase  has 
taken  place  in  all  the  banks  of  the  country. 

Thus  we  see  that  more  money  is  needed  now  than  in 
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1844  for  two  reasons : — (1)  In  the  active  circulation,  to 
carry  on  the  increased  and  yearly  increasing  operations 
of  trade  and  industry ;  and  (2)  in  the  stock  of  money 
held  by  banks  to  represent  the  increased  and  yearly 
increasing  amount  of  their  deposits.  More  money  must 
be  kept  in  hand  by  the  banks,  while  more  money  is 
needed  by  the  public  in  permanent  circulation.  As  the 
further  issue  of  bank-notes  is  prohibited,  one  of  two 
things  must  happen.  Either  money,  the  measure  of 
value,  must  become  scarce  and  rise  in  value ;  or  else 
the  currency  must  be  largely  added  to  in  the  costly 
form  of  specie.  As  we  have  seen,  the  coinage  has  been 
immensely  increased  since  1844 ;  and  we  may  be  thank- 
ful for  the  discovery  of  the  new  gold-mines,  because 
but  for  them  no  such  addition  to  our  currency  could 
have  been  made,  and  a  disastrous  scarcity  of  money 
would  ere  this  have  befallen  the  country  as  a  necessary 
result  of  the  Bank  Acts.  During  the  last  quarter  of  a 
century — i.e.,  since  the  passing  of  the  Bank  Acts, — the 
development  of  the  cheque-system  has  produced  a  vast 
economy  of  the  currency;  and  but  for  this,  even  the 
doubling  of  our  gold-currency  which  has  taken  place 
would  not  have  sufficed  to  meet  the  wants  of  our  ever- 
expanding  trade.  But  as  the  cheque-system  has  now 
become  universal,  we  cannot  expect  much  new  saving 
from  this  source.  Hence  the  yearly  additions  to  our 
gold  coinage  will  probably  become  larger  than  ever. 
At  the  same  time  the  produce  of  the  gold-mines  is 
declining.  In  such  circumstances  it  is  easy  to  foresee 
that,  if  the  Bank  Acts  continue  in  operation,  the  country 
will  ere  long  be  landed  in  a  serious  dilemma. 
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So  much  for  the  permanent  and  constant  effects  of  the 
Bank  Acts.  As  England  is  extremely  rich,  doubtless  she 
has  hardly  felt  the  loss  of  the  five  millions  a-year,  -which 
has  been  sunk  in  additions  to  her  metallic  currency. 
It  is  as  regards  the  future  that  those  permanent  effects 
of  the  Bank  Acts  are  chiefly  to  be  deprecated.  But 
there  are  other  effects  of  the  Bank  Acts,  not  permanent 
in  their  operation,  but  of  frequent  occurrence,  and  of  far 
more  serious  importance,  from  which  the  country  has 
already  suffered  most  disastrously. 

The  enactments  of  the  Bank  Acts  may  be  classed 
under  two  heads :  the  one  Negative  and  the  other  Positive. 
These  Acts  not  only  prohibit  any  extension  of  the  note- 
circulation,  but  they  enjoin  that  the  power  of  issuing 
notes  shall  be  diminished  whenever  a  diminution  takes 
place  in  the  stock  of  specie  held  in  bank.  Such  a  dimi- 
nution takes  place  whenever  more  gold  than  usual  has 
to  be  exported ;  and  also  whenever  the  import  of  gold 
into  this  country  does  not  take  place  to  the  usual 
amount.  Both  of  those  occurrences  are  merely  tempo- 
rary in  their  duration:  in  a  few  months  at  most  the 
operations  of  trade  restore  the  equilibrium,  and  bring 
our  stock  of  specie  up  to  its  normal  level.  But  in  the 
interval,  brief  as  it  is,  the  provisions  of  the  Bank  Acts 
inflict  grievous  disaster  upon  the  country.  When  the 
stock  of  gold  in  the  Bank  of  England  is  at  its  ordinary 
amount  (about  14J  millions),  the  export  of  two  or  three 
millions  of  gold  suffices  to  produce  a  dearth  of  money 
and  a  serious  commercial  crisis.  The  Bank's  power  of 
issuing  notes  being  diminished  to  an  equal  amount,  its 
means  of  carrying  on  its  business  {i.e.,  of  giving  banking- 
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currency  in  exchange  for  commercial  currency  and  other 
kinds  of  negotiable  property)  are  reduced  below  the 
ordinary  amount.  The  public  do  not  ask  for  its  gold, — 
all  that  they  want  is  its  notes  to  the  usual  amount ;  but 
this  the  Bank  is  prohibited  from  issuing.  A  dearth  of 
money  takes  place,  and  the  Bank-rate  of  discount  is 
raised  to  an  exorbitant  point.  The  direct  effect  of  this 
is,  that  the  commercial  classes  and  others  have  to  pay  a 
double  price  for  their  discounts,  and  for  advances  upon 
securities,  by  means  of  which  all  our  trade  is  carried  on. 
But  this  is  the  least  part  of  the  evil.  In  consequence 
of  the  dearth  of  money,  the  purchasing  power  of  the 
community  is  lessened,  and  in  many  branches  of  the 
wholesale  trade,  the  usual  sales  of  goods  can  only  be 
effected  at  20  or  30  per  cent  below  the  ordinary  price. 
As  a  necessary  consequence,  bankruptcies  multiply, 
commercial  credit  is  shaken,  scores  of  merchants  and 
manufacturers  are  ruined,  trade  is  contracted,  and  tens 
of  thousands  of  the  working-classes  are  thrown  out  of 
employment. 

Moreover,  a  diminution  of  the  stock  of  gold  in  the 
banks  often  takes  place  without  any  export  of  specie  at 
all.  Gold  may  flow  towards  our  shores  to  the  usual 
amount — ^the  stock  of  specie  in  the  country  may  remain 
undiminished, — nay,  it  may  even  increase ;  and  yet  a 
decrease  may  take  place  in  the  amount  of  gold  in  the 
banks,  with  the  same  disastrous  results  as  we  have 
above  described.  In  England  no  notes  are  allowed  to  be 
issued  of  less  value  than  £5, — and  £5-notes  are  useless 
in  making  many  of  the  smaller  kinds  of  payments,  and 
especially  in  the  payment  of  weekly  wages.      Hence 
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whenever  trade  becomes  brisk,  and  more  employment 
is  given  to  the  working- classes,  an  extra  amount  of 
sovereigns  is  withdrawn  from  the  banks,  and  ultimately 
from  the  Bank  of  England.  In  consequence,  under  the 
Act  of  1844,  the  Bank's  power  of  issuing  notes  is  con- 
tracted ;  and  thereupon  the  rate  of  discount  is  raised, 
checking  trade  and  diminishing  employment,  in  order 
that  there  may  be  less  need  for  money,  and  that  the 
sovereigns  which  have  been  withdrawn  may  be  brought 
back  into  the  Bank. 

There  is  yet  another  point  which  calls  for  special 
notice.  There  are  tides  in  the  currency, —  steadily 
recurrent  periods  at  which  the  currency  must  rise  above 
its  normal  level,  in  order  to  respond  to  a  temporary 
increase  in  the  monetary  requirements  of  the  community. 
There  are  monthly  tides,  quarterly  tides,  and  a  great 
autumnal  tide.  (1)  The  first  of  those  tides  occurs  on 
the  4th  of  every  month, — the  day  on  which  the  great 
majority  of  our  home-trade  bills  fall  due.  It  is  the  settle- 
ment-day between  the  great  wholesale  houses  and  the 
retail-dealers  who  purchase  their  goods.  As  nearly  the 
whole  of  those  monthly  payments  are  made  by  cheques, 
hardly  any  money  is  needed, — no  money  is  withdrawn 
from  the  banks  ;  the  amount  is  only  transferred  from 
one  man's  banking-account  to  another's,  or  at  most  from 
one  bank  to  another :  so  that  the  effect  produced  upon 
the  money-market  by  those  monthly  payments  is  very 
slight.  (2)  The  Quarterly  tides  are  produced  by  the 
Government  payment  of  salaries,  of  the  dividends  on 
the  National  Debt,  &c.,  and  also  by  the  payments  of 
rent  and  other  quarterly  obligations   on   the   part  of 
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the  community  at  large.  These  quarterly  payments  occa- 
sion a  very  considerable  increase  of  the  active  currency, 
— an  extra  million  and  a-half  of  money  heing  at  such 
times  withdrawn  from  the  Bank  of  England,  and  put 
into  temporary  circulation.  A  considerable  portion  of 
the  Government-payments  of  salaries,  and  also  of  the 
quarterly  dividends,  are  made  to  clerks  and  other  per- 
sons of  small  means,  who  do  not  keep  a  banking-account, 
and  who  therefore  cash  the  cheques  which  they  receive, 
spend  a  portion  of  the  amount,  and  keep  the  remainder 
beside  them.  Moreover,  whether  or  not  the  recipients 
of  those  quarterly  payments  keep  banking-accounts,  all 
of  them  have  considerable  payments  to  make  of  debts 
incurred  during  the  quarter :  so  that  large  sums  in  money 
are  at  such  times  paid  to  tradesmen  and  others,  and  thus 
temporarily  absorbed  in  the  circulation.  But  in  three 
weeks  at  most,  all  this  money  finds  its  way  back  into  bank, 
being  re-deposited  after  a  little  delay,  and  sometimes 
after  passing  through  several  hands.  (3)  The  Autumnal 
tide  is  occasioned  chiefly  by  the  operations  of  the-  agri- 
cultural classes,  and  to  a  lesser  extent  by  tourists  and 
holiday-seekers.  The  operations  of  harvest,  and  the 
large  sales  made  at  the  great  autumnal  fairs,  are  carried 
on  almost  entirely  by  means  of  money,  and  not  by 
cheques.  Tourists  also  who  go  abroad,  and  the  whole 
body  of  holiday-seekers  who  in  autumn  proceed  to  the 
moors  or  the  sea-side,  provide  themselves  with  an  extra 
supply  of  money.  In  these  various  ways  a  considerable 
amount  of  money  (about  2  millions)  is  temporarily  with- 
drawn from  the  banks.  The  currency  at  such  times 
must  expand ;  and  the  only  way  in  which  the  requisite 
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addition  can  be  made  to  it  is  by  withdrawing  an  equal 
amount  of  money  from  the  banks. 

This  statement  does  not  exhaust  all  the  causes  which 
periodically  affect  the  currency ;  but  these  three — ^the 
monthly,  the  quarterly,  and  the  autumnal — are  those 
which  are  the  most  distinct  in  their  character,  and  the 
most  invariable  in  their  recurrence.  The  monthly  tide 
is  a  small  affair, — but  every  three  months  it  is  coincident 
with  the  quarterly  tide  ;  and  the  two  when  thus  occur- 
ring together  exercise  a  notable  influence  on  the  money- 
market.  But  the  great  monetary  climacteric  of  the 
year — the  annual  crisis  in  the  mercantile  world — is 
produced  when  the  monthly  and  quarterly  tides  are 
coincident  with  the  great  autunmal  tide.  At  these 
times  the  currency  rises  much  above  its  ordinary  amount. 
A  spring-tide  is  produced,  as  when  the  sun  and  moon 
are  in  conjunction,  and  raise  by  their  attraction 
the  waters  of  the  ocean  high  above  their  usual  level. 
This  critical  period  of  the  monetary  year  takes  place 
at  the  beginning  of  October.  In  the  first  week  of  that 
month  the  monetary  requirements  of  the  Government 
and  the  public  suddenly  increase  to  the  extent  of  about 
2  millions;  but  within  three  weeks  afterwards  all  this 
money  is  returned  into  the  Bank  again.  This  demand  for 
additionar  currency  is  purely  temporary, — it  arises  from 
causes  perfectly  well  understood,  and  periodic  in  their 
occurrence, — its  duration  also  can  be  safely  predicted. 
Nevertheless,  the  Bank  of  England  raises  the  rate  of 
discount  quite  irrespective  of  those  considerations.  It 
ignores  all  the  facts  of  the  case,  save  the  single  one  that 
more  currency  is  momentarily  required;  and  on  this 
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sole  and  transient  ground  the  Bank-rate  is  frequently 
raised  to  an  exorbitant  point  at  such  times,  thereby 
ever  and  anon  producing  serious  losses  and  embarrass- 
ment to  the  community  at  large. 

It  is  obvious  that  if  any  export  of  gold,  or  any  in- 
crease in  our  home-trade  (requiring  more  currency  in 
payment  of  wages),  occurs  contemporaneously  with 
those  periodic  monetary  tides,  a  most  serious  crisis  is 
produced.  Under  the  present  system,  it  does  not  mat- 
ter whether  the  increased  demand  for  money  be  for 
export,  or  simply  for  internal  circulation ;  neither  does 
it  matter  whether  this  withdrawal  of  currency  from  the 
Bank  be  for  an  indefinite  time  or  merely  for  a  few 
weeks.  In  all  cases  alike,  the  Bank  raises  the  rate 
of  discount,  frequently  to  an  exorbitant  degree.  For 
example,  let  us  see  what  took  place  in  the  autumn  of 
1864,  when  a  crisis  of  considerable  gravity  took  place. 

In  October  and  November  1864,  there  was  no  drain, 
of  gold  for  export  at  all :  on  the  contrary,  the  imports 
of  gold  during  these  two  months  exceeded  the  exports 
to  the  extent  of  2  J  millions,  of  which  amount  nearly 
2  millions  (£1,800,000)  were  added  to  the  stock  of  gold 
in  the  Bank  of  England.  Nevertheless,  in  the  ten  days 
ending  on  7th  October,  the  Bank-rate  was  raised  from 
4  per  cent  to  7, — an  increase  of  75  per  cent  in  the  rate 
of  discount  throughout  the  country.  Why  was  this? 
Let  us  show  the  facts  briefly  in  detail. 

In  the  first  place,  there  was  the  usual  monetary  tide 
which  occurs  in  the  first  week  of  October,  owing  to  the 
quarterly  payment  of  the  dividends,  &c.  This  periodic 
increase  in  the  monetary  requirements  of  the  Govern- 
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ment  and  of  the  public,  as  already  stated,  amounts  to 
about  two  millions — of  which  about  £500,000  is  needed 
in  sovereigns,  as  the  Bank  is  not  allowed  to  issue  notes 
of  less  value  than  £5.  The  notes  and  the  sovereigns 
thus  temporarily  rec[uired  for  the  quarterly  payments 
were  all  (as  usual)  returned  into  the  Bank  duriug  the 
three  or  four  weeks  following :  they  were  all  back  by 
the  8th  of  November.'  So  much  as  regards  the  eflfects 
of  the  periodic  monetary  tide. 

But,  concurrently  with  this  periodic  tide,  our  Home- 
trade  was  on  the  increase :  more  employment  was  being 
given  to  the  working-classes,  and  more  retail-money  was 
needed  in  payment  of  wages.  Let  us  see  what  effect 
this  had  upon  the  Bank.  In  addition  to  the  £500,000 
in  coin  usually  required  at  this  autumnal  quarter- 
day,  and  which  speedily  returns  into  the  Bank,  fully 
£1,800,000  in  sovereigns  was  drawn  out  of  the  Bank 
in  the  seven  weeks  ending  on  the  1st  of  November ; 
and  of  the  total  amount  of  sovereigns  (£2,382,776) 
withdrawn  from  the  Bank  between  the  13th  of  Sep- 
tember and  the  1st  of  November,  £1,600,000  were 
stUl  out  of  Bank  in  the  second  week  of  December. 
Where  were  they?  "What  had  become  of  them?  In 
the  first  place,  as  the  returns  of  the  Irish  banks  show, 
nearly  half  a  million  of  sovereigns  (£496,342)  had  gone 
to  Ireland.  Several  causes,  of  which  the  Dublin  Ex- 
hibition was  the  chief,  produced  a  greater  requirement 
for  currency  in  the  shape  of  bank-notes  in  Ireland; 
and,  under  the  Bank  Acts,  the  Irish  banks  are  not 
allowed  to  issue  notes  beyond  a  fixed  amount  {i  e.,  the 
amount  of  their  note-circulation  in  1844),  unless  they  cor- 
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respondingly  increase  their  stock  of  gold.  Hence,  more  of 
their  notes  being  needed  by  the  public,  the  Irish  banks 
had  to  provide  themselves  with  more  gold  by  with- 
drawing haK  a  million  of  sovereigns  from  the  Bank  of 
England.  Nearly  an  equal  amount  of  gold  (£417,089) 
simultaneously  went  to  the  Scotch  banks.  Trade  in 
Scotland  was  brisk:  moreover,  the  second  week  of 
November  witnesses  one  of  the  great  half-yearly  mone- 
tary tides  in  Scotland,  corresponding  to  quarter-day  in 
England.  From  those  causes  the  Scotch  banks  had  tem- 
porarily to  issue  more  notes  than  usual;  and  (like  the  Irish 
banks)  they  are  prohibited  from  doing  this  save  on  the 
conditionof  equallyincreasing  their  stock  of  gold.  Neither 
in  Ireland  nor  in  Scotland  was  there  any  increased  de- 
mand for  gold.  Of  the  milKon  of  sovereigns  taken  by 
the  Scotch  and  Irish  banks,  not  a  single  coin  was  actually 
needed  by  them.  The  Bank  Acts  of  1844-5  compelled 
these  banks  to  lock  up  this  amount  of  gold  idly  in  their 
vaults :  that  was  all.  But  for  those  Acts,  not  a  single 
sovereign  would  have  been  withdrawn  by  these  banks 
from  the  Bank  of  England.  The  drain  was  wholly  occa- 
sioned by  the  provisions  of  the  Bank  Acts.  And  in  this 
way  £914,000  of  the  sovereigns  withdrawn  from  the  Bank 
of  England  is  accounted  for.  What  became  of  the  re- 
mainder— of  the  other  900,000  sovereigns  withdrawn 
from  the  Bank  ?  It  was  absorbed  in  the  circulation  of 
England.  Trade  and  employment  were  expanding,  and 
more  retail-money  (small  change,  in  fact)  was  needed 
in  payment  of  wages,  &c.  In  Scotland  and  Ireland, 
£l-notes  suffice  for  aU  the  wants  of  trade,  in  payment 
of  wages,  &c. ;   but  in  England,  where  no  notes  are 
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allowed  to  be  issued  of  less  value  than  £5,  these  retail 
payments  must  be  made  in  coin. 

Here,  then,  there  is  a  twofold  inconvenience  in  our 
present  monetary  system.  In  the  first  place,  whenever 
more  notes  are  needed  in  Scotland  and  Ireland,  the 
banks  of  those  countries  must  withdraw  an  equal 
amount  of 'gold  from  the  Bank  of  England,  although 
not  a  single  sovereign  of  this  amount  is  actually  needed 
by  them.  In  the  second  place,  whenever  an  increase 
of  employment,  and  consequently  of  wages,  takes  place 
in  England,  more  sovereigns  must  be  withdrawn  from 
the  Bank,  in  consequence  of  there  being  no  £l-notes, 
which  would  serve  the  purpose  equally  well. 

Yet  this  is  but  a  small  part  of  the  dilemma.  During 
the  time  when  this  extra  amount  of  sovereigns  was 
withdrawn  from  the  Bank,  in  October  and  November 
1864,  foreign  gold  was  flowing  into  the  Bank  in  large 
quantities  :  so  that,  in  point  of  fact,  during  the  twelve 
weeks  ending  on  the  6th  of  December,  upwards  of 
£300,000  more  gold  was  taken  into  the  Bank  of  Eng- 
land than  was  during  the  same  period  withdrawn  from 
it  by  the  internal  drain.  Why,  then,  the  great  rise  in 
the  Bank-rate  from  4  per  cent  to  7  ? 

Any  one  who  studies  the  statistics  of  the  Bank  of 
England  and  the  action  of  the  Directors  must  be 
struck  by  two  remarkable  facts :  namely,  that  how- 
ever momentary  the  withdrawal  of  gold  from  the 
Bank — as  at  quarter-day, — or  however  slight  the  dim- 
inution of  the  Bank's  stock  of  gold,  a  most  dispropor- 
tionate and  exorbitant  rise  takes  place  in  the  Bank- 
rate.     Take,  for  example,  the  condition  of  the  Bank  (as 
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shown  by  its  weekly  returns)  during  tlie  semi-crises 
of  1864  and  1865.  The  following  table  shows  the 
average  amount  of  the  Bank's  stock  of  gold,  of  its 
reserve  of  notes,  and  of  its  disco^nts  and  advances, 
for  each  period  during  which  the  Bank-rate  continued 
unchanged;  and  also  the  amount  of  foreign  gold  which 
during  each  of  those  periods  was  flowing  into  the 
country : — 


Period. 

Coin  and 
Bullion. 

Reserve 
ofNotes. 

Discounts 
and  Ad- 
vances. 

Rate  of 
Discount. 

Balance  of  Imports 

and  Exports  of  Grold, 

marked  plus  and  minus. 

1864. 
June  15  1 
July  27 ) 
July  271 
Aug    3/ 
Aug    31 
Sept.  7/ 
Sept.  71 
Nov.  22  1 

13,700,000 
12,930,000 
12,820,000 
13,060,000 

6,700,000 
5,100,000 
5,630,000 
6,260,000 

20,760,000 
20,470,000 
20,480,000 
20,250,000 

6 
7 
8 
9 

£ 
f  June            +  698,698 
IJuly            —474,641 

Aug.                +  557,763 

f  Sept.            +  545,475 
I  Oct.          +  1,120,140 

Nov.                +  380,947 

to;?:?f}+='.5»2.^*3 

1865. 
Aug.    2) 
Sept.  27 , 

Sept.  271 
Oct.     7  J 

Oct.     71 

Not     9i 

14,210,000 
13,000,000 
13,320,000 

6,230,000 
4,360,000 
5,570,000 

21,530,000 
24,170,000 
20,670,000 

4 
if 

7 

2  months       +  645,000 
10  days          +  100,000? 
9  weeks      +  2,500,000 

''iiSprJ}+^.2«.«'"' 

The  facts  exhibited  in  this  table  suggest  many 
important  deductions,  but  we  shall  restrict  our  criti- 
cism only  to  the  leading  points.  The  iirst  of  these 
is,  the  smallness  of  the  variations  in  the  Bank's  stock  of 
specie  compared  with  the  greatness  of  the  changes  in 
the  Bank-rate.  In  1864  a  diminution  of  only  £650,000 
in  the  Bank's  stock  of  specie  was  held  sufficient  to 
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justify  an  elevation  of  the  rate  of  discount  from  6  to 
9  per  cent.  In  1865,  a  diminution  of  barely  £900,000 
in  its  stock  of  specie  was  attended  by  an  elcTation  of 
the  Bank-rate  from  4  to  7  per  cent.  This  is  certainly 
a  startling  fact.  Moreover,  in  neither  case  was  this 
great  rise  in  the  Bank-rate  occasioned  by  an  increased 
competition  for  banking-accommodation.  As  shown  in 
the  table,  the  average  amount  of  the  Bank's  discounts 
and  advances  was  actually  less  than  usual  at  the  times 
when  the  Bank  was  charging  the  highest  rate  for  its 
money.  It  thus  appears  that  those  striking  elevations 
of  the  rate  of  discount  were  not  due  in  the  slightest 
degree  to  any  increased  demand  for  banking-accommo- 
dation. In  truth,  they  can  only  be  explaind  by  the 
fact  that  the  Directors  make  a  most  trifling  decrease  in 
the  stock  of  specie  a  ground  for  largely  increasing  the 
gains  of  the  Bank's  shareholders. 

There  is  yet  another  important  point  in  this  table 
to  be  noted.  During  those  semi-crises,  there  was  no 
foreign  drain  of  specie  at  all.  On  the  contrary,  on  both 
occasions  gold  was  flowing  into  the  country  to  a  greater 
extent  than  usual.  In  the  months  of  1864  during  which 
the  Bank-rate  was  raised  from  6  to  9  per  cent,  the  im- 
ports of  gold  (as  shown  above)  exceeded  the  exports  by 
3 1  millions  sterling.  In  the  months  of  1865  during 
which  the  Bank-rate  was  raised  from  4  to  7  per  cent, 
the  imports  of  gold  exceeded  the  exports  by  3-^  millions 
sterling.  Under  the  Acts  of  1844-5,  it  is  gold  alone  that 
is  taken  into  account ;  but  to  prevent  any  doubt  as  to 
the  perfect  fairness  of  the  preceding  statement,  let  us 
add  that  the  imports  of  silver  during  the  critical  months 
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of  1864  exceeded  the  exports  by  about  half-a-million 
sterling ;  and  during  the  critical  months  of  1865,  they 
fell  short  of  the  exports  by  barely  £100,000. 

How  are  those  facts,  so  anomalous  of  themselves,  and 
so  disastrous  to  the  trade  and  industry  of  the  country, 
to  be  explained  ?  Partly  by  a  peculiar  provision  of  the 
Act  of  1844 ;  and  partly  by  the  monopoly  conferred  by 
that  Act  upon  the  Bank,  which  allows  the  Directors  to 
make  exorbitant  charges  simply  with  a  view  to  increase 
their  gains.  The  peculiar  provision  of  the  Act  to  which 
we  refer  is  that  which  enjoined  that  for  all  notes  issued 
beyond  the  limit  of  .14  (now  15)  millions,  the  Bank 
must  keep  in  the  Issue  Department  an  equal  amount  of 
gold.  This  gold  is  never  needed  by  the  Bank  in  con- 
nection with  its  note-issues :  a  few  thousand  pounds  in 
coin  is  all  that  is  ever  required  for  the  cashing  of  the 
Bank's  notes, — such  cashing  taking  place  only  as  a 
means  of  procuring  "  small  change,"  in  consequence  of 
no  £l-notes  being  allowed.  Hence  nearly  seven  mil- 
lions of  the  Bank's  stock  of  gold  are  immobilised :  this 
large  amount  of  specie  is  locked  up  in  the  Issue  De- 
partment, where  it  is  never  needed.  In  this  way  it 
happens  that,  if  there  are  fourteen  millions  of  gold  in 
the  Bank,  little  more  than  one -half  that  amount  is 
actually  available.  This  is  a  great  waste :  it  virtually 
nullifies  almost  one -half  of  the  average  amount  of 
gold  held  by  the  Bank.  When  there  are  14  mUlions 
of  gold  in  the  Bank,  the  Directors  act  as  if  there  were 
little  more  than  seven.  Nevertheless,  even  making 
allowance  for  this  absurd  provision  of  the  Bank  Act, 
there  is  no  adequate  reason  for  the  great  elevations 
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of  the  rate  of  discount  which  the  Directors  make  con- 
temporaneously with  such  slight  fluctuations  in  the 
Bank's  stock  of  gold  as  those  above  referred  to.  These 
elevations  of  the  Bank-rate  are  in  great  part  due  sim- 
ply to  the  fact  that  the  Bank  possesses  a  monopoly  of 
the  currency,  and  can  act  as  it  pleases,  unchecked  by 
the  wholesome  influence  of  competition. 

Such  is  the  practical  effect  of  the  Bank  Acts  in 
ordinary  times  :  we  shall  endeavour  to  show  how  they 
operate  during  a  severe  monetary  crisis. 


XIV. 

THE  PANIC  OF  1866 


Any  person  who  was  in  the  City  during  the  critical 
days  in  May  1866,  will  never  forget  the  scene  of  excite- 
ment and  trepidation  which  was  then  witnessed ;  and 
those  who  were  not  eyewitnesses  had  the  spectacle 
fuUy  described  to  them  in  the  newspapers  of  the  day. 
What  is  important  to  our  present  inquiry  is  to  point 
out  the  essential  features  of  that  great  Crisis. 

Three  important  points  have  to  be  noted  at  the  out- 
set. Firstly,  the  catastrophe  neither  originated  in,  nor 
produced,  any  mistrust  ia  the  note-circulation  of  the 
country.  Neither  the  notes  of  the  Bank  of  England, 
nor  those  of  the  200  other  banks  of  issue  ia  the  king- 
dom, were  at  any  time  distrusted.  Secondly,  the  catas- 
trophe was  not  connected  in  any  way  with  a  drain  of 
gold  from  the  banks,  either  for  export,  or  even  for  inter- 
nal use.  And,  lastly,  it  was  not  in  any  respect  a  com- 
mercial crisis.  Commercial  failures  and  suspensions 
followed,  as  in  such  cases  they  must  do  :  but  they  were 
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simply  a  consequence,  and  in  no  way  a  cause,  of  the 
catastrophe.  The  trade  of  the  country  was  not  only 
perfectly  sound,  but  (what  is  remarkable  on  such  occa- 
sions) its  soundness  was  universally  admitted  after  the 
crisis  had  occurred. 

The  peculiar  feature  of  the  catastrophe  was  that  it 
was  essentially  a  banking  crisis.  It  originated  with 
the  lenders,  not  with  the  borrowers  of  money :  not  with 
Trade,  but  with  the  establishments  which  lend  to 
Trade.  The  cause  of  the  panic  was  a  distrust  of  the 
banks  and  other  establishments  which  receive  in  depo- 
sit the  reserve- wealth  of  the  public.  The  grand  and 
sole  feature  of  the  crisis  was  a  run  for  deposits.  The 
public — from  causes  of  which  we  shall  afterwards  speak 
— lost  faith  in  the  establishments  in  whose  hands  they 
had  deposited  their  reserve-wealth,  and  they  made  a 
sudden  run  upon  those  establishments  in  order  to  get 
back  their  wealth,  in  the  form  of  money,  into  their  own 
keeping. 

A  panic  is  never  wholly  unfounded.  It  vastly  exagge- 
rates the  grounds  of  alarm,  but  it  does  not  originate  them. 
Let  us  see,  then,  what  were  the  facts  and  causes  which, 
gradually  and  almost  imperceptibly  accumulating,  led 
up  to  the  sudden  outburst  of  Panic,  which  broke  like  a 
thunder-clap  over  the  City  in  the  second  week  of  May. 

Although  the  panic  was  unexpected,  to  a  degree 
never  paralleled  before,  a  preparatory  disquiet  had 
long  been  prevalent  in  the  City.  Although  that  dis- 
quiet did  not  become  discernible  by  the  public  till 
March,  it  had  existed  in  the  City  for  seven  months  pre- 
vious ,to  the  culminating  panic.     It  began  in  the  first 
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week  of  October  1865,  when  the  Bank  of  England  sud- 
denly raised  the  rate  of  discount  from  4J  to  7  per  cent. 
That  was  the  minimum  rate  for  first-class  short-dated 
bills,  and  advances  on  other  securities  were  then  charged 
still  higher :  in  fact,  on  the  9th  October,  many  first- 
class  bills  could  hardly  be  discounted  even  at  10  per 
cent.  On  that  day  the  disquiet  almost  amounted  to 
panic :  and  if  any  great  failures  had  then  taken  place, 
the  panic  of  the  subsequent  year  might  have  been  fore- 
stalled. The  monetary  facts  in  connection  with  this 
semi-crisis  have  already  been  stated  and  commented  on 
in  the  preceding  chapter,  and  we  need  not  recur  to  them. 

Two  months  later,  in  December,  a  slight  and  tran- 
sient drain  of  gold  for  export  occurred ;  and  as  the  year 
1866  began,  the  Bank  of  England  raised  its  minimum 
rate  of  discount  to  8  per  cent.  Nevertheless,  although 
a  sourde  disquiet  prevailed  in  the  City,  things  went  on 
pretty  smoothly  till  the  month  of  March,  when  the 
Joint-Stock  Discount  Company  collapsed.  This  was 
the  initial  event  in  the  history  of  the  recent  panic :  and 
as  such,  it  is  worthy  of  notice. 

The  Joint-Stock  Discount  Company  was  a  grossly 
mismanaged  concern.  In  the  hope  of  rivalling  the 
large  dividends  paid  by  many  of  the  banks  and  finan- 
cial establishments,  this  Company,  instead  of  content- 
ing itself  with  the  safe  business  of  discounting  com- 
mercial bills,  dealt  largely  in  advances  to  contractors 
and  other  kinds  of  risky — but,  if  successful,  highly  pro- 
fitable— business.  The  business  was  badly  managed: 
some  of  the  advances  proved  thoroughly  bad  invest- 
ments ;   and  at  the  same  time  so  much  money  was 
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locked  up  in  long  loans  that  tlie  Company  became  em- 
barrassed. The  Directors  explained  the  state  of  affairs 
to  the  shareholders,  and  proposed  a  call  of  £5  per  share. 
Upon  hearing  this  bad  news,  the  shareholders,  with 
more  rashness  than  judgment,  took  the  direction  of 
affairs  into  their  own  hands.  They  appointed  a  new 
set  of  Directors,  who,  after  inspecting  the  accounts,  re- 
ported that  a  call  of  £2, 10s.  would  be  sufficient  to  make 
all  right.  But  soon  they  found  that  the  old  Directors 
were  in  the  right,  and  that  if  the  larger  call  were  not 
made,  the  Company  could  not  go  on :  and  they  re- 
signed. Thereupon  the  shareholders,  naturally  enough, 
broke  forth  in  a  chorus  of  anathemas  against  the  old 
Directors,  as  if  they  were  a  pack  of  swindlers,  although 
most  of  those  men  were  the  largest  losers  by  the  failure ; 
and,  in  the  end,  this  sadly  mismanaged  Company  went 
into  Chancery. 

Owing  to  the  stormy  meetings  which  accompanied 
the  collapse  of  this  Company,  and  the  violent  language 
applied  by  some  of  the  speakers  to  the  Directors  of 
the  Company  (duly  reported  in  the  newspapers),  the 
affair  made  a  great  impression  in  the  City;  and  Discount 
and  Financial  companies  became  objects  of  distrust  and 
suspicion.  And,  in  many  cases,  deservedly.  But  there 
are  at  all  times  parties  who  are  ready  to  foster  such  sus- 
picions, with  a  view  to  their  own  profit.  These  are  the 
speculators  on  the  Stock  Exchange, — ^men  who  make  a 
profit  by  buying  shares  at  one  price  and  seUing  them  at 
another.  They  do  not  need  to  hold  any  shares  them- 
selves at  the  time  when  they  sell  them, — for  they  are 
not  bound  to  deliver  the  shares  until  a  fortnight  after 
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they  have  sold  them,  hy  which  time  (if  their  "  bearing  " 
operations  are  successful)  they  can  easily  get  shares  at 
a  lower  price  than  that  at  which  they  sold.  Thus  these 
speculators  have  a  very  wide  scope  for  their  operations. 
The  process  is  this  : — Suppose  a  combination  of  those 
speculators  resolve  to  operate  against  a  company  whose 
shares  are  quoted  at  £20.  Some  of  them  go  on  'Change, 
and  offer  a  large  amount  of  shares  at  that  price.  This 
tends  to  depress  the  value  of  the  shares  in  question. 
Next  day,  others  of  the  confederates  offer  shares  of  the 
same  company  at  £18 ;  on  the  third  day  at  £16 ;  by-and- 
by  at  £14,  and  so  on.  In  this  way  the  men  who  sold 
the  shares  (not  one  of  which  they  held)  at  say  £20  or 
£16,  before  the  time  for  delivering  those  shares  to  the 
purchaser,  can  provide  themselves  with  the  shares  at 
£16  or  £12, — thereby  making  a  handsome  profit. 

Such  is  the  object  of  those  "  bearing  "  operations  which 
were  carried  on  so  largely  during  April  and  May  1866, 
with  such  disastrous  effects  to  the  general  public.  The 
first  effect  of  such  operations  is,  that  the  hond  fide  share- 
holders, the  persons  who  really  have  shares  to  sell, 
take  alarm,  and  sell  their  property  at  the  depreciated 
value, — thereby,  increasing  the  fall  in  the  market-price 
of  such  stock.  Secondly,  as  the  public  see  the  shares 
of  the  company  falling  so  fast  and  so  seriously,  they 
begin  to  think  that  there  is  something  rotten  in  the 
business :  and  those  who,  as  depositors,  have  intrusted 
their  money  to  this  company's  keeping,  hasten  to  its 
office  to  withdraw  their  money.  In  this  way,  that  most 
fatal  of  all  forms  of  panic — a  run  for  deposits — ^begins : 
and  as  the  "  bearing  "  operations  continue,  the  run  waxes 
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greater,  till  the  establishment  has  to  succumb,  and  closes 
its  doors.  As  a  final  calamity,  the  company  gets  into 
Chancery :  the  heavy  costs  of  liquidation,  and  the  great 
losses  sustained  by  a  forced  realisation  of  the  assets, 
quickly  shift  the  balance  to  the  wrong  side  of  the  ledger ; 
and  the  shareholders,  instead  of  having,  it  may  be,  a 
sound-going  business,  are  glad  to  escape  with  the  loss 
of  all  their  paid-up  capital. 

Those  "bearing"  operations  are  legal,  if  not  legiti- 
mate, in  themselves;  but  unquestionably,  during  the 
panic  of  1866,  they  were  conducted  in  a  most  shameful 
manner, — by  the  propagation  of  lying  reports,  and  the 
adoption  of  the  most  unscrupulous  means  of  shaking 
the  credit  of  perfectly  solvent  establishments.  In  fact, 
this  "  bearing "  conspiracy  is  the  most  infamous  which 
the  Stock  Exchange  of  this  country  has  ever  witnessed, 
and  it  produced  disasters  which  have  brought  misery 
and  ruin  into  thousands  of  honest  homes.* 

*  Although  the  panic  of  1866,  with  its  organised  "bearing"  opera- 
tions, is  in  its  leading  features  a  novelty  in  this  country,  it  had  an 
almost  exact  parallel  in  the  United  States  in  1857.  The  initial  event  in 
the  terrible  American  crisis  of  that  year  was  the  downfall  oftheOhio  Life 
and  Trust  Company  (an  establishment  which  held  upwards  of  a  million 
sterling  of  deposits,  and  which  made  advances  upon  financial  securi- 
ties), just  as  the  late  panic  was  initiated  by  the  collapse  of  the  Joint- 
Stock  Discount  Company.  Thereupon,  as  in  our  own  case,  an  organ- 
ised system  of  "bearing"  operations  commenced;  and  one  monetary 
establishment  after  another  was  attacked,  till  the  distrust  swelled  into 
panic.  The  Times  correctly  said — "There  is  actually  a  powerful  com- 
bination for  the  avowed  purpose  of  bringing  all  the  principal  under- 
takings to  ruin.  A  large  body  of  active  persons  are  known  to  be  asso- 
ciated for  the  purpose  :  they  influence  the  press  to  work  out  their 
views,  and  are  alleged  not  merely  to  operate  with  a  joint  capital,  but 
to  hold  regular  meetings,  and  permanently  retain  legal  advisers,  whose 
chief  vocation,  it  may  be  assumed,  is  to  discover  points  that  may 
enable  the  validity  of  each  kind  of  security  to  be  called  in  question, 
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The  collapse  of  the  Joint-Stock  Discount  Company, 
which  led  to  the  subsequent  distrust  of  so  many  of  the 
London  monetary  establishments,  was  occasioned  by  its 
so-called  "  financiering  "  operations  ;  and  it  was  the  sus- 
picion, more  or  less  well  founded,  that  other  monetary 
establishments  had  embarked  in  similar  operations,  that 
helped  to  augment  the  distrust.  Financial  business  is 
•per  se  a  perfectly  legitimate  kind  of  enterprise.  It  is  a 
business  which  has  attained  a  great  development  within 
the  last  few  years,  and  it  supplies  a  real  want.  It 
provides  money  at  a  high  rate  of  interest  for  companies 
and  undertakings  which,  owing  to  the  nature  of  the 
securities  which  they  have  to  offer,  cannot  obtain 
advances  from  banks  or  from  pure  discount-companies. 

and  thus  to  create  universal  distrust."  {Times'  City  Article,  Sept.  10, 
1857.  See  also  tlie  City  Article  for  Sept.  15  and  17,  and  the  New 
York  correspondence  in  the  Times  of  Sept.  14  and  24,  1857). 

A  run  for  deposits  in  specie  thereupon  commenced  on  all  the  banks 
of  New  York ;  and  what  did  those  estahlishments  do  ?  They  knew 
each  other's  position, — they  knew  that  they  were  all  perfectly  solvent : 
hut  they  knew  also  that  it  was  impossible  to  meet  the  run  for  deposits 
made  upon  them  ;  and  by  common  arrangement  they  all  suspended 
specie-payments  simultaneously.  The  effect  was  the  same  as  that 
which  attended  the  vastly  more  serious  suspension  of  cash-pa}'ments  in 
this  country  in  1797  :  the  panic  at  once  subsided.  Neither  did  the 
slightest  depreciation  of  the  notes  of  the  New  York  banks  ensue. 
During  the  few  weeks  that  the  suspension  lasted,  the  notes  circulated 
freely  at  par  ;  indeed,  by  a  curious  accident,  tliey  even  rose  to  a  pre- 
mium compared  with  gold.  "According  to  advices  received  to-day," 
said  the  Times  of  October  31,  "good  sight-bills  could  still  be  purchased 
at  an  exchange  of  101.  The  extraordinary  fact  is  therefore  exhibited 
of  the  inconvertible  currency  of  the  New  York  suspended  banks  being 
actually  at  a  high  premium  compared  vrith  the  specie-currencies  of 
other  countries.  That  is  to  say,  a  bill  on  London  could  be  purchased 
in  the  notes  of  the  New  York  suspended  banks  at  a  price  which,  after 
allowing  for  interest  and  all  charges,  would  bring  back  in  gold  a  larger 
sum  than  had  been  paid  for  it ! " 
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"What  is  wanted  in  such  eases  is  the  loan  of  large  sums, 
not  repayable  till  (speaking  roundly)  one  or  two  years. 
The  financial  companies  supplied  this  want :  and  as 
long  as  they  are  judiciously  conducted,  they  are  of  im- 
mense advantage  to  the  country,  and  may  reap  large 
gains  for  themselves.  Some  of  those  financial  com- 
panies, however,  had  not  conducted  their  operations 
judiciously :  still  more — and  this  was  the  great  cause  of 
the  catastrophe  of  1866,  in  so  far  as  it  had  a  reasonable 
'basis, — some  banks  and  discount-houses  had  likewise 
engaged  in  this  "  financiering  "  business,  which  to  such 
establishments  is  more  or  less  inappropriate.  It  was 
essentially  a  Financial,  and  not  a  Commercial  crisis. 

There  are  three  different  kinds  of  monetary  business 
carried  on  in  the  City ;  and  it  was  the  attempt  to  com- 
bine them  which,  under  the  pressure  of  the  panic,  served 
to  undermine  the  position  of  our  monetary  establish- 
ments. Those  different  kinds  of  business,  it  is  true,  are 
not  actually  incompatible, — they  may  be  all  carried  on 
together :  but  they  are  quite  different  in  their  methods 
of  procedure,  and  each  requires  a  different  kind  of  ability 
on  the  part  of  the  managers. 

First,  there  is  Banking.  A  bank  receives  the  reserve- 
wealth  of  the  public,  and  lends'it  out.  As  its  deposits 
are  liable  to  be  called  up  at  any  time,  it  is  the  duty  of 
a  bank  to  lend  only  on  good  commercial  bills,  or  other 
securities  which  are  readily  convertible  into  money ;  and 
it  ought  also  to  keep  an  ample  reserve  of  money  imme- 
diately available  to  meet  the  demands  of  its  depositors. 
Eisky  loans,  or  loans  not  repayable  for  a  long  period, 
are  incompatible  with  safe  banking.     Secondly,  there  is 
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the  Discount-business.  A  discount-business,  pure  and 
simple,  is  the  simplest  and  safest  of  all  kinds  of  mone- 
tary trade.  If  a  discount-house  (as  used  to  be  the  rule) 
deals  only  with  its  own  money,  it  does  not  need  to 
keep  any  reserve,  nor  can  its  failure  ever  make  a  "  crash." 
It  can  never  suspend  payment,  for  it  has  no  payments 
to  make :  it  has  no  liabilities  to  the  public.  If  some  of 
the  biUs  which  it  has  discounted  prove  bad,  it  has  less 
money  to  lend  out  again :  that  is  all.  For  example, 
suppose  a  discount-house  has  £900,000  of  paid-up  cap- 
ital, and  deals  only  (we  shall  say)  with  three  months' 
bills  :  then  it  advances  £300,000  on  bills  the  first  month ; 
£300,000  th^  second  month  ;  and  a  like  sum  in  the  third 
month.  If  some  of  the  bills  which  it  discounted  in  the 
iirst  month  prove  bad,  then  it  has  less  money  to  advance 
in  the  fourth  month :  but  that  is  all.  Any  loss  which 
it  may  incur  falls  only  on  the  firm  or  company  itself. 
Thirdly,  there  is  the  Financial  business.  A  financial 
company,  pure  and  simple — that  is  to  say,  one  which 
does  not  receive  deposits,  but  trades  only  with  its  own 
subscribed  capital — is  likewise  a  simple,  though  always 
a  risky  business.  It  need  not  keep  any  reserve,  so  far  as 
the  public  is  concerned,  for  it  has  no  liabilities  to  the 
public ;  and  any  losses  which  it  may  make,  like  those  of 
a  pure  discount-establishment,  produce  no  more  serious 
result  than  a  contraction  of  its  business-operations.* 

*  A  Financial  company  may  safely  receive  deposits,  and  employ 
them  in  its  business,  provided  those  deposits  are  not  "at  call,"  but  are 
borrowed  for  a  comparatively  long  period.  A  bank,  also,  which  has  a 
large  amount  of  deposits,  may  safely  invest  a  portion  of  this  amount 
in  long-dated  securities,  seeing  that  some  portion  of  its  deposits  may  be 
reckoned  upon  as  really  not  liable  to  be  called  for. 
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But  all  those  three  kinds  of  monetary  business  had 
become  blended,  or  jumbled  together,  in  1866.  Dis- 
count and  Financial  companies  had  invaded  the  pro- 
vince of  Banking,  by  receiving  deposits  at  call  and  at 
short  dates ;  while  banks  sought  to  rival  the  profits  of 
financial  companies  by  advancing  their  money — to  con- 
tractors and  others — for  long  periods,  and  in  some  cases 
also  upon  precarious  securities.  Hence,  when  a  distrust 
of  the  Financial  companies  arose,  the  suspicion  of  rotten- 
ness, aggravated  by  the  extensive  "  bearing  "  operations, 
quickly  extended  to  all  classes  of  monetary  establish- 
ments. 

Beyond  this  point  it  was  madness.  When  distrust 
became  panic,  when  the  persistent  sales  and  shameless 
slanders  of  the  "  bearing  "  confederates  culminated  in  a 
general  alarm  and  continuous  run  for  deposits,  the 
game  was  up.  No  bank  can  long  withstand  a  con- 
tinuous pressure  of  this  kind.  For  example,  the  Bank 
of  England  itself  (thoroughly  solvent  though  it  ever  is) 
must  have  fallen  if  subjected  to  a  demand  for  deposits 
as  great  in  proportion  as  that  which  was  made  upon  the 
Bank  of  London, — from  which  bank  one-half  of  its  de- 
posits was  called  up  at  a  swoop.  Whether  a  bank  fell, 
or  whether  it  stood,  during  that  terrible  period  of  Panic, 
really  depended  not  so  much  upon  its  substantial  sol- 
vency, as  upon  the  extent  to  which  the  current  of  panic 
set  in  strongly  against  it. 

The  great  discount  -  house  of  Overend,  Gurney,  & 
Co.  was  the  first  which  fell  before  the  general  distrust 
and  the  persistent  "  bearing "  operations  on  the  Stock 
Exchange.     This  establishment,  at  starting  in  its  new 
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form  as  a  Limited  Liability  Company  (in  August  1865), 
had  locked  up  2^  millions  of  its  capital  in  the  purchase 
(from  the  old  private  firm)  of  securities  which  could  not 
be  realised  for  a  long  time,  and  a  large  portion  of  which 
was  worthless.  When  a  distrust  of  finance -business 
began,  this  Company  was  immediately  singled  out  for 
attack  by  the  "  bears,"  or  "  speculators  for  the  fall : "  the 
price  of  its  shares  was  driven  down,  till  the  shareholders 
and  customers  of  the  establishment  took  the  alarm ;  and 
a  slow  but  persistent  run  for  deposits  was  made  upon  it. 
At  length  it  was  forced  to  apply  for  assistance  to  the 
Bank  of  England ;  but  as  it  had  not  an  adequate  amount 
of  sound  negotiable  securities  to  offer,  the  Bank  refused ; 
in  fact  the  Company  was  thoroughly  rotten :  and  so,  to 
the  dismay  of  the  City,  "  Overend,  Gurney,  &  Co."  closed 
their  doors.* 

We  need  not  speak  of  the  profound  impression  and 
widespread  panic  which  the  fall  of  this  great  establish- 
ment occasioned.  We  must  proceed  with  the  narrative. 
It  was  a  run  for  deposits  (of  which  Overend,  Gumey,  & 
Co.  used  to  hold  upwards  of  12,  .and  in  the  palmy 
days  of  the  firm  18  miUions)  which  caused  the  stoppage, 
— a  run  which  not  even  the  most  prudently  conducted 
establishment  can  long  withstand.  And  a  similar  run, 
though   of  lesser  extent,  thereafter  commenced  upon 

*  Although  this  great  establishment  had  been  grievously  mis- 
managed for  some  years  before  its  fall,  the  great  deficit  in  its  assets 
compared  to  its  liabilities,  when  wound  up,  was  partly  occasioned  by 
the  unprecedented  depression  of  all  kinds  of  property  which  followed 
the  Crisis.  And  this  is  true  in  regard  to  the  ultimate  balance-sheets  of 
all  the  companies  which  failed  last  year.  Owing  to  the  effects  of  the 
Crisis,  their  assets  or  securities  did  not  realise  anything  like  the  amount 
which  they  would  have  yielded  in  ordinary  times. 
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nearly  all  the  monetary  establishments  in  the  City. 
The  English  Joint-Stock  Bank,  a  considerable  portion  of 
whose  deposits  had  been  placed  at  interest  with  Over- 
end,  Gurney,  &  Co.,  at  once  closed  its  doors.  At  mid- 
day (12th  May)  the  panic  was  at  its  height.  Lombard 
Street  was  actually  blocked  up  by  crowds  of  respect- 
able persons  who  thronged  the  doors  of  the  banks  and 
other  establishments.  Lothbury,  Bartholomew  Lane, 
and  adjoining  streets,  were  also  thronged  with  excited 
knots  of  people.  While  depositors  rushed  to  withdraw 
their  money,  a  body  of  onlookers  gathered  before  each 
bank  or  financial  establishment,  expecting  to  see  it  close 
its  doors.  Every  one  was  on  the  alert  for  bad  news, 
and  discussed  only  too  freely  the  dangers  which  threat- 
ened the  various  establishments.  A  list  of  the  share- 
holders of  the  fallen  firm  of  Overend,  Gurney,  &  Co., 
published  at  the  high  price  of  one  shiUing,  was  eagerly 
bought  up  at  2s.  6d.  The  penny  papers,  in  like  man- 
ner, were  bought  at  3d., — so  great  was  the  eagerness  to 
hear  the  latest  news  or  rumours.  Consols  were  unsale- 
able :  no  one  mistrusted  their  value,  but  there  was  no 
currency  wherewith  to  purchase  them.  The  Bank  of 
England  itself  would  not  give  loans  upon  them. 

This  was  a  striking  proof  of  the  severity  of  the  mone- 
tary dearth.  The  Government  Bank — the  establishment 
which,  on  the  average,  gets  the  use  of  six  millions  of 
Government  money  free  of  interest — would  not  even 
make  a  loan  upon  the  security  of  Government  Stock ! 
This  was  a  strange  proceeding :  nevertheless  there  was 
a  valid  reason  for  it.  Although  the  Bank  is  greatly 
favoured  by  the  Government,  an  Act  of  Parliament  has 
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placed  a  restriction  upon  its  power  of  issuing  notes.  In 
cases  where  the  Bank  could  extend  its  note-issues  with 
perfect  safety  to  itself  and  immense  advantage  to  the 
public,  the  Act  of  1844  prevents  its  doing  so.  Hence, 
so  long  as  the  Act  of  1844  contiuued  in  force,  the  Bank 
was  quite  entitled  to  say:  "'No,  we  cannot  lend  our 
notes  upon  consols,  because  we  may  need  those  notes 
in  payment  of  our  own  deposits.  And  for  the  same 
reason,  we  cannot  assist  any  embarrassed  company, 
howsoever  solvent  it  be,  and  howsoever  disastrous  to 
the  community  will  be  its  fall." 

More  money  was  wanted  by  the  community  in  pay- 
ment of  deposits :  and  where  was  the  money  to  come 
from?  Deposits  were  being  called  for  in  notes,  and 
notes  in  suf&cient  abundance  it  was  impossible  to  get. 
The  whole  amount  of  notes  allowed  to  be  issued  in  the 
United  Kingdom  hardly  exceeds  the  amount  of  deposits 
in  a  couple  of  the  London  banks  (the  Union  and  the 
London  and  Westminster).  The  supply  of  currency 
was  inadequate  to  the  wants  of  the  time;  and  hence 
the  reserve  of  consols  and  other  convertible  securities 
which  banks  keep  on  hand  to  meet  emergencies  became 
of  little  avail.  Although  one  or  two  of  the  banks  had  been 
conducting  their  business  imprudently,  the  grand  dif&- 
culty  arose  not  from  any  want  of  assets  on  the  part  of  the 
banks,  but  because  it  became  wellnigh  impossible  for  the 
banks  to  convert  their  assets  into  money.*  The  Bank  of 
England  is  the  great  fountain  of  currency,— it  is  also  the 
sole  bank  of  issue  in  London ;  but  when  it  was  appealed 

*  In  order  to  show  the  position  of  the  London  joint-stock  banks, 
we  subjoin  a  statement  of  their  Liabilities  and  of  their  Keserves,  as 
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to  for  a  supply  of  notes,  in  exchange  for  securities  which 
it  would  readily  have  accepted  in  ordinary  times,  it 
declined  to  part  with  its  notes.  Its  power  of  issue  was 
restricted  by  an  Act  of  Parliament ;  and  on  that  "  black 
Friday"  it  had  no  more  money  on  hand  than  was  neces- 
sary for  its  own  safety.  In  fact,  if  on  that  day  the  Bank 
of  England  had  been  subjected  to  a  run  for  deposits,  like 
that  which  was  made  on  many  of  the  other  banks,  it 
must  have  stopped  payment.  When  it  shut  its  doors 
on  that  day,  its  reserve  of  notes  had  fallen  so  low  that 
the  amount  would  have  been  cleared  off  at  the  first  rush, 
if  a  run  for  deposits  had  been  made  upon  it. 

Banks,  discount-houses,  and  financial-companies,  all 
were  striving  to  convert  their  assets  into  currency,  in 
order  to  meet  the  unusual  demand  made  upon  them  by 


given  in  the  report  of  those  establishments  for  the  half-year  imme- 
diately preceding  the  crisis  of  1866  ; — 


Ratio  of  Reserve 

Liabilities 

Eeserve. 

to  Liabilities. 

to  the 

Total. 

Public. 

Cash. 

Stock. 

Cash 
Reserve. 

Total 
Reserve. 

£ 

e. 

£ 

£ 

percent 

percent. 

London  &,  "Westminster, 

20,779,301 

1,677,841 

2,489,412 

4,167,253 

8.07 

20.05 

London  Joint-Stock,     . 

18,215,363 

867,191 

1,020,000 

1,887,191 

4.76 

10.36 

Union  Bank,    .... 

17,794,263 

2,816,994 

1,458,825 

4,275,819 

16.08 

24.03 

London  &  County, 

12,851,816 

2,907,992 

1,141,481 

4,049,473 

22.62 

31.60 

City  Bank 

4,85!),  720 

679,448 

300,943 

880,391 

11.92 

18.11 

Bank  of  London, 

4,836,377 

820,497 

227,167 

1,047,614 

19.01 

24  16 

Consolidated  Bank,  .    . 

3,818,000 

718,111 

117,036 

835,147 

18.83 

21.09 

Alliance  Bank, 

2,504,168 

435,930 

100,000 

535,930 

17.40 

21.04 

From  these  statistics  it  appears  that  the  two  banks  which  fell,  the 
one  temporarily  and  the  other  permanently  (viz.,  the  Consolidated 
Bank  and  the  Bank  of  London),  held  a  larger  reserve  than  any  of  the 
other  banks,  except  the  London  and  County.  This  is  the  simple  fact : 
at  the  same  time  it  must  be  borne  in  mind  that  the  reserve  of  a  very 
large  bank  need  not  be  so  great  in  proportion  to  its  liabilities  as  that 
of  a  minor  bank  should  be. 
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their  depositors,  while  the  supply  of  bankiag-curreucy, 
as  restricted  by  the  Act  of  1844,  had  reached  its  utmost 
limit.  The  deposits  of  the  country,  whether  stored  in 
banks  or  in  other  monetary  establishments,  amount  to 
about  £400,000,000,  while  the  amount  of  banking-cur- 
rency is  only  about  £40,000,000  :  moreover,  only  half  of 
this  amount  is  available  as  a  reserve  for  all  the  banks 
in  the  kingdom, —  the  remainder  being  absorbed  in 
the  active  circulation  of  the  country.  Hence,  when  a 
panic  occurs,  and  an  extraordinary  demand  for  deposits 
takes  place,  there  is  no  adequate  means  of  meeting  that 
demand.  The  banks  cannot  meet  the  requirements  of 
the  community.  On  that  memorable  Friday,  two  mil- 
lions of  banking-currency  (notes)  were  paid  across  the 
counter  of  one  of  the  most  powerful  and  best-estab- 
lished banks  in  London ;  and  a  similar  run  was  made 
on  several  other  banks.  It  was  impossible  long  to 
withstand  such  a  run.  Another  day  of  similar  panic, 
and  every  bank  and  monetary  establishment  in  London 
must  have  stopped  payment. 

The  panic  was  at  its  height  at  midday.  Shortly 
before  one  o'clock,  the  second  edition  of  the  daily  papers 
appeared,  containing  an  announcement  that  the  Bank 
Act  was  suspended.  A  salutary  change  immediately 
became  visible :  Lombard  Street  became  passable,  and 
the  crowds  in  the  adjoining  streets  diminished.  The 
run  slackened, — but  the  announcement  was  premature. 
The  Bank  Act  was  not  suspended ;  nor  indeed,  at  that 
time,  as  appears  from  the  subsequent  statement  of  the 
Chancellor  of  the  Exchequer,  had  the  Government  given 
any  attention  to  the  matter.     In  this  emergency  a  depu- 
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tation  from  the  joint-stock  and  private  banks  was  de- 
spatched to  apprise  the  Government  of  the  state  of 
matters  in  the  City,  and  to  urge  the  immediate  suspen- 
sion of  the  Act  of  1844.  In  the  City,  the  managers 
and  directors  of  banks  and  of  other  monetary  establish- 
ments remained  at  their  post  till  past  midnight,  anxi- 
ously deceiving  the  tidings  of  disaster,  and  waiting  for 
the  announcement  of  the  suspension  of  the  Act. 

It  was  midnight  before  the  announcement  was  made. 
In  the  interview  which  the  deputation  from  the  banks 
had  with  the  Chancellor  of  the  Exchequer,  the  necessity 
for  suspending  the  Act  was  urged  upon  the  Government 
by  all  present,  except  the  representative  of  the  Bank  of 
England.  This  was  mere  bravado  on  the  part  of  the 
Bank.  The  other  banks  could  have  shut  it  up  at  once, 
simply  by  withdrawing  the  reserves  which  they  keep  at 
the  Bank.  Indeed  one  of  the  representatives  of  the 
joint-stock  banks  is  reported  to  have  said  plainly,  ad- 
dressing the  Bank's  representative,  —  "I  can  draw  a 
couple  of  cheques  to-morrow  morning  which  wiU.  shut 
you  up  at  once."  The  Bank  Directors  knew  this  quite 
well;  but  they  knew  also  that  they  could  indulge  in 
bravado  safely,  as  it  was  perfectly  certain  that  the  Bank 
Act  must  be  suspended.  The  Chancellor  of  the  Ex- 
chequer saw  this  plainly  enough,  and  the  Act  was  sus- 
pended accordingly, — for  the  third  time,  although  it  had 
only  been  in  existence  for  twenty-two  years. 

The  effect  of  the  announcement  of  the  supension  of 
the  Bank  Act  was  so  salutary  that  next  day  (Saturday) 
it  was  generally  thought  that  the  crisis  was  at  an  end. 
But,  as  became  visible  in  a  day  or  two,  the  crisis  was 
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not  at  an  end.  Why  ?  The  Government  had  suspended 
the  Act,  the  artificial  restriction  upon  the  supply  of 
banking-currency,  in  order  to  meet  the  unusual  mone- 
tary requirements  of  the  public ;  but  the  Bajik  of  Eng- 
land, to  which  alone  was  given  the  power  to  extend  its 
note-issues,  declined  to  avail  itself  of  the  power  thus 
conferred  upon  it.  It  refused  to  extend  its  note-issues 
beyond  the  amount  permitted  by  the  Act  of  1844.  It 
would  have  done  so  readily  to  save  itself,  but  it  refused 
to  do  so  for  the  purpose  of  relieving  others. 

The  result  of  such  a  course  was,  of  course,  disastrous. 
The  crisis  continued,  the  panic  revived.  Large  commer- 
cial failures  began,  imperilling  the  banks  which  held  the 
bills  of  the  fallen  merchants  ;  the  "  bearing  "  operations 
went  on;  a  run  for  deposits  was  kept  up  on  several  of 
the  banks.  It  was  impossible  for  those  establishments 
to  convert  their  securities  into  bank-notes  in  sufficient 
amount  to  meet  the  run  upon  them.  After  paying 
out  fifty  per  cent  of  its  deposits  in  cash,  the  Bank  of 
London  (a  substantially  solvent  establishment)  had  to 
stop:  as  almost  every  bank  in  like  circumstances 
must  do.  "When  the  Bank  of  London  stopped,  the 
Consolidated  Bank  came  to  the  rescue.  An  arrange- 
ment was  made  by  which  the  Consolidated  Bank  took 
over  the  business  of  the  fallen  bank :  engaging  to  pay 
its  current  and  deposit  accounts  on  demand,  and  also 
to  carry  on  its  discount-business, — a  great  boon  to  the 
customers  of  the  suspended  bank,  and  also  a  measure 
well  calculated  to  aUay  the  panic.  Bat  as  the  Consoli- 
dated Bank  did  not  engage  to  take  over  the  "  accept- 
ances "  of  the  Bank  of  London,  the  legality  of  the 
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arrangement  between  the  two  banks  was  challenged, 
and  the  Consolidated  Bank  was  threatened  with  a  suit 
in  Chancery.  Thereupon  the  Bank  of  England  refused 
to  give  any  assistance, — that  is  to  say,  it  refused  to 
make  advances  to  the  Consolidated  Bank  on  securities 
quite  as  good  as  those  which  it  was  discounting  for  its 
own  customers.  In  these  circumstances,  the  Consoli- 
dated Bank  was  unable  to  meet  the  run  upon  it :  and 
after  paying  out  a  large  sum  to  the  depositors  of  the 
Bank  of  London  as  well  as  its  own,  during  a  struggle  of 
three  days,  it  closed  its  doors.  After  a  still  longer 
struggle — and  mainly  in  consequence  of  a  lying  tele- 
gram sent  from  this  country  to  Bombay,  announcing  its 
failure — the  Agra  and  Masterman's  Bank  was  likewise 
compelled  to  suspend  payment.  * 

Contemplate  the  magnitude  of  the  disaster.  Overend, 
Gurney,  &  Co.,  the  oldest  and  most  powerful  discount- 
house  in  the  kingdom, — the  English  Joint-Stock  Bank, 
which  fell  because  a  large  portion  of  its  deposits  was 
locked  up  by  the  stoppage  of  Overend  &  Co.,  —  the 
Imperial  Mercantile  Credit  Company,  the  European 
Bank,  the  Bank  of  London,  the  Consolidated  Bank, 
and  the  Agra  and  Masterman's,  with  its  widespread 
connections,  were  wrecked  during  that  terrible  season 
of  panic. 


*  All  of  those  three  banks — the  Bank  of  London,  the  Consolidated, 
and  Agra  and  Masterman's — were  perfectly  solvent  establishments, 
and  the  two  latter  subsequently  resumed  business.  Their  suspension 
(which  was  only  momentaiy  in  the  case  of  the  Consolidated  Bank)  was 
caused  not  by  a  want  of  assets,  but  from  the  impossibility  of  convert- 
ing their  assets  into  currency  (Bank  of  England  notes)  in  order  to  meet 
the  unusual  demand  upon  them. 
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Those  establishments  used  to  hold  about  thirty  millions 
of  deposits,  and  made  advances  on  bills,  &c.,  to  the  trade 
of  the  country  to  a  like  extent.  Their  stoppage  accord- 
ingly created  a  vast  and  twofold  embarrassment.  The 
depositors  with  those  establishments  could  not  get  the 
use  of  their  money,  and  the  commercial  customers  could 
not  get  their  usual  advances.  The  deposits  in  those 
establishments  had  been  greatly  reduced  by  the  persist- 
ent run  upon  them,  but,  at  the  time  of  the  stoppage, 
they  still  amounted  to  about  sixteen  millions.  This 
immense  sum  (although  every  shilling  of  it  would  ul- 
timately be  repaid,  with  interest)  became  temporarily 
unavailable  to  its  owners.  Not  a  shilling  of  it  could  be 
repaid  until  after  the  tedious  delays  of  a  judicial  liqui- 
dation. Meanwhile,  what  were  the  owners  of  that  de- 
posited money  to  do  ?  No  one  nowadays  keeps  more 
than  a  few  pounds  in  hand — seldom  enough  for  a  single 
day's  expenditure,^ — the  cheque-book  being  used  in 
payment  of  all  sums  above  £5.  Hence,  for  bare  exist- 
ence' sake,  these  depositors  required  to  get  loans  from 
some  quarter  or  other,  to  compensate  the  lock-up  of 
their  own  money.  But  where,  in  that  season  of  panic, 
were  such  advances  to  be  got?  All  the  banks  (with 
the  exception  of  the  Bank  of  England,  in  whose  favour 
the  Act  of  1844  was  suspended)  were  nearly  drained  of 
currency,  by  the  run  for  deposits  which  had  taken  place. 
Nor  could  these  banks  venture  to  lend  out  as  usual  tM 
little  money  which  they  held,  fearing  lest  a  fresh  run 
for  deposits  might  be  made  upon  them.  The  conse- 
quence was,  that  those  banks  were  not  able  to  make  the 
usual  advances  to  their  own  customers, — much  less  to 
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the  imfortunate  depositors  in  the  suspended  establish- 
ments, who  could  get  no  assistance,  even  upon  the  best 
securities,  except  by  applying  to  the  Bank  of  England. 
The  discount-customers  of  the  suspended  establishments 
were  in  the  same  predicament.  Their  only  chance  of 
obtaining  the  customary  advances,  indispensable  to  the 
carrying  on  of  their  business,  was  by  applying  to  the 
Bank  of  England. 

In  this  way  the  Bank  at  once  obtained  an  immense 
addition  to  its  business.*  All  the  discount-business  of 
the  suspended  establishments  came  to  it,  as  well  as  a 
considerable  portion  of  the  depositors  with  those  estab- 
lishments, who  required  loans  to  compensate  the  lock- 
up of  their  own  money.  What  is  more,  all  the  money 
in  the  hands  of  the  suspended  establishments  was, 
according  to  law,  transferred  to  the  keeping  of  the  Bank 
of  England.  And  this  money  the  Bank  could  lend  out 
freely,  to  the  last  shilling, — for  this  money  was  not 
liable  to  be  called  for  by  its  owners  until  after  the 
judicial  liquidation  of  the  fallen  establishments  had 
commenced.  All  this  was  a  windfall  to  the  Bank  of 
England.  It  not  only  obtained  an  immense  addition  to 
its  loan-business,  but  also  a  great  addition  to  the  money 
deposited  with  it, — which  money  it  could  use  freely  in 
carrying  on  this  extension  of  its  business.  The  Bank, 
in  fact,  became  possessed  of  the  monetary  assets  of 
the  suspended  establishments,  free  of  all  immediate  lia- 
bility to  repayment :  while  the  depositors  with  those 

*  The  loans  and  discount-business  of  the  Bank  at  once  increased 
10  millions,  or  50  per  cent ;  fully  5  millions  were  added  to  its  private 
deposits,  and  nearly  4  millions  to  its  note-issues. 

Q 
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establishments  (the  rightful  owners  of  that  money)  had 
to  come  to  the  Bank  begging  for  advances.  Thus  the 
Bank,  in  so  far  as  it  granted  any  of  those  advances,  was 
simply  lending  to  these  unfortunates  their  own  money 
at  an  exorbitant  rate  of  interest ! 

In  these  circumstances,  what  was  the  conduct  of  the 
Bank  ?  It  is,  or  at  least  it  regards  itself,  as  a  private 
establishment,  and  it  acted  accordingly.  By  the  fall  of 
many  of  its  rivals,  and  by  the  embarrassment  of  others, 
the  Bank  got  an  immense  accession  to  its  business  ; 
and  it  kept  that  business  to  itself  as  long  as  possible, 
— at  the  same  time  charging  thereon  the  highest  pos- 
sible rates.  Both  of  those  objects  were  attained  by  the 
exorbitant  rate  which  it  charged  for  the  loan  of  its 
money,  and  by  its  refusing  to  make  advances  save  upon 
the  very  best  and  short-dated  securities.  The  effect  of 
the  panic  (as  we  have  said)  was  to  occasion  a  dearth  of 
currency:  the  statutory  supply  of  currency  became  in- 
adequate, owing  to  a  sudden  increase  in  the  monetary 
recLuirements  of  the  community.  And  the  Act  of  1844 
was  suspended  in  order  to  allow  this  want  to  be  sup- 
plied. But  the  power  of  supply  was  vested  solely  in  the 
Bank  of  England :  and  the  Bank  was  niggardly  in  its 
use  of  the  power  conferred  upon  it.  Probably  the 
Directors  thought  it  would  be  a  slur  upon  the  Bank's 
credit  for  it  to  make  use  of  the  extended  power  of  issue 
conferred  upon  it  by  the  supension  of  the  Bank  Act. 
But,  in  any  case,  it  was  for  the  Bank's  interest  to 
keep  the  supply  of  currency  inadequate:  and  it  did 
so.  A  Bank-rate  of  10  or  12  per  cent  means  panic  : 
and  the  Bank  charged  those  rates.      The  result  was 
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that  the  prevalent  disquiet  was  prolonged.  Large  com- 
mercial failures  took  place ;  thereupon  the  banks  which 
held  the  biUs  of  the  suspended  firms  encountered  a  new 
embarrassment,  and  were  exposed  to  fresh  distrust  on 
the  part  of  the  public ;  and,  so  circumstanced,  they  could 
not  venture  to  lend  their  money  freely,  lest  it  should 
suddenly  be  needed  to  meet  a  run  for  deposits. 

In  this  way  the  Bank  had  the  field  to  itself.  In  pro- 
portion as  its  rivals  had  to  suspend,  the  more  deposits 
and  discount-business  came  to  it.  Moreover,  as  long 
as  the  surviving  banks  remained  embarrassed  by  fear  of 
the  panic,  the  Bank  got  a  portion  of  their  business  also. 
Hence — as  the  Bank  considers  itself  entitled  to  act 
simply  as  a  private  estahlishment — it  had  an  ample 
motive  for  declining  to  avail  itself  of  the  powers  con- 
ferred upon  it  by  the  suspension  of  the  Act  of  1844. 
Had  the  Bank  at  once  used  those  powers  freely,  and 
exceeded  its  statutory  issues  to  the  extent  of  even 
two  millions,  the  12th  of  May  would  have  been  the 
last  day  of  the  panic.  The  crisis  would  have  subsided ; 
the  Bank  of  London,  the  Consolidated  Bank,  and  Agra 
and  Masterman's  (all  of  which,  we  repeat,  were  solvent 
establishments),  would  have  stood;  and  hardly  any 
commercial  suspensions  would  have  taken  place  at  all. 
But  in  such  circumstances  the  other  banks  would  have 
been  able  promptly  to  resume  their  ordinary  operations, 
and  the  rate  of  discount  would  have  fallen  to  something 
like  its  ordinary  level.  The  Bank  of  England  would 
not  have  reaped  so  great  a  harvest  at  the  expense  of  the 
community  and  of  the  other  banks.  Obviously,  it  is 
much  more  profitable  for  the  Bank  to  issue  (as  it  did) 
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25^  millions  of  notes  at  10  per  cent  than  to  issue  28  or 
30  millions  at  5  per  cent.* 

The  Act  of  1844  was  suspended  pro  bono  publico.  The 
suspension  was  not  made  merely  for  the  sake  of  the  Bank 
of  England, — much  less  for  the  sake  of  increasing  the 
profits  of  the  Bank  at  the  expense  of  the  other  monetary 
establishments  and  of  the  community  at  large.  A  sus- 
pension of  the  Act,  under  any  circumstances,  is  of  great 
service  to  the  Bank.  It  relieves  the  Bank  from  the 
artificial  restriction  imposed  upon  its  note-issues  (which 
are  never,  and  never  have  been,  distrusted),  and  there- 
by frees  it  from  its  HabUity  to  an  artificial  bankruptcy. 
During  the  panic  of  1866  the  Bank  of  England  was 
actually  as  liable  to  a  failure  of  this  kind  as  were  the 
other  London  banks.  A  large  portion  of  its  deposits 
consists  of  'the  cash-reserves  of  the  other  banks ;  and 
on  the  12th  of  May  any  one  or  two  of  those  banks, 
simply  by  demanding  payment  of  their  own  money, 
could  have  made  the  Bank  insolvent.  In  this  respect 
the  suspension  of  the  Act  was  called  for  in  the  interests 
of  the  community,  and  also  as  an  act  of  justice  to  the 
Bank  itself 

But  it  is  a  crying  evil  of  our  present  monetary  system 
that  a  suspension  of  the  Act,  in  the  mode  which  has 
hitherto  been  adopted,  is  an  injustice  to  all  the  other 

*  The  Bank's  net  profit  on  the  half-year  ending  on  5th  Septemher 
1866  amounted  to  £975,655,  the  largest  ever  made  by  the  Bank. 
Moreover,  if  the  weekly  gains  of  the  establishment  be  examined,  it  will 
be  found  that  these  were  fully  twice  as  great  during  the  period  of  mo- 
netary distress  as  in  the  remainder  of  the  half-year.  During  the  four- 
teen weeks  when  the  rate  of  discount  was  10  per  cent,  the  Bank's 
profits  were  £679,000,  against  only  £300,000  in  the  other  twelve  weeks, 
when  the  Bank-rate  ranged  from  6  to  8  per  cent. 
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banks  and  monetary  establishments,  as  well  as  to  the 
mercantile  community.  It  immensely  increases  the 
monopoly  possessed  by  the  Bank.  The  Act,  in  fact,  is 
suspended  only  quoad  the  Bank  of  England.  Upon  aU 
the  other  banks  of  the  country  the  restrictions  of  the 
Act  are  kept  in  force.  However  great  may  be  the  want 
of  currency,  none  of  the  other  London  banks  are  allowed 
to  issue  notes  upon  any  terms ;  and  the  210  banks  of 
issue  in  the  United  Kingdom  are  in  like  manner  for- 
bidden under  any  conditions  to  exceed  the  limitation 
imposed  upon  them  by  the  Act.  The  effect  of  the  sus- 
pensions of  the  Act,  as  hitherto  carried  out,  is  a  special 
act  of  favour  to  the  Bank  of  England,- — an  addition  to 
the  privileges,  a  completion  of  the  monopoly,  conferred 
upon  it  in  past  times. 

The  monopoly  of  a  purely  State  Bank  (if  such  an 
establishment  be  practicable)  would  be  intelligible  :  for, 
ex  hypothesi,  such  a  bank  would  have  no  interests  of  its 
own :  it  would  have  no  shareholders,  no  private  pro- 
prietary, no  dividends  to  make :  in  fact,  it  would  have 
no  interest  in  making  profits  at  all,  seeing  that  such 
profits  would  be  simply  a  tax  upon  the  community. 
But  to  confer  special  privileges  upon  a  private  bank  is 
an  injustice  to  all  other  banks  and  to  the  community  at 
large.  And  to  suspend  the  law  in  a  way  which  only  in- 
creases the  monopoly  of  such  a  bank,  while  maintaining 
the  legislative  restrictions  upon  all  other  banks,  in  prin- 
ciple is  monstrous,  and  in  practice  is  most  inimical  to 
the  interests  of  the  community.  The  Directors  of  the 
Bank  of  England  are  men  of  honour  and  integrity;  but 
even  if  they  were  patriots  of  the  purest  type — if  they 
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held  themselves  bound  to  use  the  additional  privileges 
conferred  upon  them  by  the  suspension  of  the  Act 
wholly  and  solely  in  the  interests  of  the  community, — 
the  power  conferred  upon  them  would  be  invidious,  and 
too  great  to  be  intrusted  to  any  body  of  private  indivi- 
duals. But  the  Directors  of  the  Bank  of  England  make 
no  such  incredible  professions  of  disinterestedness.  They 
avow  openly  that  the  Bank  (although  largely  favoured 
by  the  State)  is  a  private  establishment ;  that  they  are 
responsible  only  to  their  shareholders;  and  that  the 
chief  rule  of  their  conduct  is  to  manage  the  Bank  as 
profitably  as  possible. 

It  is  a  loss  to  the  community  that  solvent  banks  and 
monetary  establishments  should  fall ;  but  it  is  pure  gain 
to  the  Bank  of  England.  Not  only  are  so  many  rivals 
thereby  swept  permanently  out  of  the  field,  but  the  im- 
mediate result  is  to  add  greatly  alike  to  the  deposits  and 
to  the  discount-business  of  the  Bank.  Manifestly  such 
onesided  suspensions  of  the  Act  of  1844  as  we  have  now 
thrice  witnessed  are  inadmissible,  intolerable.  They  bol- 
ster up  the  reputation  of  the  Bank  of  England  (which 
under  a  natural  system  would  need  no  bolstering)  to 
the  disadvantage  'of  the  other  banks  ;  and,  at  the  same 
time,  such  suspensions  of  the  Act  confer  upon  the  Bank 
a  complete  monopoly  of  the  currency, — they  confer  des- 
potic and  irresponsible  power  upon  a  private  establish- 
ment which  confessedly  makes  use  of  its  privileges  with 
a  view  to  increase  its  gains. 

The  reasons  for  the  suspension  of  the  Bank  Act  were 
obvious.  Owing  to  the  panic  and  consequent  run  for 
deposits,  there  was  a  sudden  increase  in  the  monetary 
requirements  of  the  public ;  and  it  was  impossible  for  the 
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banks  and  financial  establislinients  to  meel  this  demand, 
as  they  had  no  adequate  means  of  converting  their  assets 
into  currency, — the  amount  of  banking-currency  being 
artificially  restricted  by  the  Act  of  1844  *  Nevertheless 
the  suspension  of  the  Act  was  made  in  such  a  way  as 
to  give  to  a  single  bank  the  sole  power  of  supplying 
the  extra  amount  of  currency  required. 

"We  have  seen  the  motives  of  self-interest  which  this 
privileged  bank  (the  Bank  of  England)  had  for  refusing 
to  avail  itself  of  the  power  conferred  upon  it  by  the  sus- 
pension of  the  Act  of  1844.  The  greater  the  dearth  of 
currency,  the  higher  the  price  which  the  Bank  cotdd 
obtain  for  the  issue  of  it.  Let  us  now  consider  the 
other  side  of  the  question.  Let  us  see  if  there  were 
any  prudential  considerations,  connected  with  its  own 
solvency,  which  can  be  urged  in  justification  of  the 
course  which  was  adopted  by  the  Bank. 

The  only  effect  which  any  bank  has  to  fear  from  an 

unusual  extension  of  its  note-issues  is,  that  the  public 

may  lose  faith  in  the  notes,  and  demand  payment  of 

them  in  specie.     WeU,  has  the  public  ever  lost  faith  in 

the  notes  of  the  Bank  of  England,  and  made  a  run  upon 

the  Bank  for  payment  of  its  notes  in  coin  ?    The  answer 

is.  Never.     Not  only  during  the  present  century,  but  for 

wellnigh  a  hundred  and  fifty  years,  the  Bank's  notes  have 

never  once  been  distrusted.     Even  in  1825,  when  the 

wildest  panic  existed,  the  notes  were  in  as  good  repute 

*  It  was  stated  by  Mr  Clay,  in  the  debate  of  27tli  February  last, 
that  owing  to  the  spread  of  false  rumours,  one  of  the  first-rate  Lon- 
don banks  had  to  incur  a  loss  of  £70,000  during  the  panic  of  1866,  in 
converting  a  portion  of  its  assets  into  banking-currency — i.e.,  Bank 
of  England  notes.  Of  course,  the  less  powerful  banks  fared  worse, 
as  the  Bank  of  England  then  refused  to  give  its  notes  in  exchange  for 
securities  such  as  it  gladly  accepts  in  ordinary  times. 


248 


THE  PANIC  OF  1866. 


as  ever.  Then,  as  now,  owing  to  the  panic,  there  was 
an  unusual  requirement  on  the  part  of  the  public 
for  currency ;  and  the  moment  the  Bank  changed  its 
policy,  and  instead  of  restricting  its  issues,  and  con- 
tracting its  loans,  lent  out  its  notes  freely  to  sup- 
ply the  requirements  of  the  public,  the  panic  was 
at  an  end.  What  is  more,  the  note-issues  of  the  Bank 
at  that  time  rose  to  as  high  a  point  as  they  did  during 
the  recent  panic  (25|  millions),  although  in  1825  there 
was  a  great  drain  of  gold  for  export,  and  the  specie  in 
the  Bank  had  fallen  to  one  million. 
During  the  recent  panic,  on  the  contrary,*  there  was 

*  The  following  tatle  shows  the  movements  of  specie  and  the  Bank's 
charge  for  discounts  during  the  most  critical  months  of  1866  : — 


Week 

Imports 

Exports 

Gold  in  the  Country. 

Gold  in 

Bank- 

ending 

of  Gold. 

of  Gold. 

Increase. 

Decrease. 

the  Bank. 

rate. 

Mar.  7 

120,366 

41,254 

79,112 

14,050,504 

7 

14 

229,528 

17,985 

211,543 

14,327,618 

6 

21 

70,684 

20,960 

49,724 

14,455,523 

28 

520,299 

2,948 

517,351 

14,362,397 

Apl.  4 

332,577 

22,393 

310,184 

14,251,947 

11 

60,277 

41,769 

18,508 

14,234,118 

18 

800,671 

200,583 

100,088 

13,889,112 

25 

124,866 

128,403 

3,537 

13,855,771 

7 

May  2 

140,489 

242,973 

102,484 

13,509,140 

8 

9 

44,925 

102,347 

57,422 

13,156,140 

9 

16 

328,824 

132,435 

196,389 

12,323,805 

10 

23 

364,164 

237,686 

126,478 

11,857,786 

30 

1,050,708 

1,134,232 

83,424 

11,878,776 

June  6 

2,034,102 

365,119 

1,668,983 

13,278,961 

13' 

2,395,584 

992,900 

1,402,684 

14,481,895 

20 

1,347,317 

811,319 

535,998 

14,851,120 

27 

1,500,454 

1,289,421 

211,033 

15,042,399 

July  4 

414,333 

568,187 

153,854 

14,876,947 

11 

71,859 

697,994 

626,135 

13,993,470 

18 

704,674 

246,738 

457,936 

13,645,975 

25 

1,174,486 

798,541 

375,945 

13,716,829 

Aug.  1 

669,211 

402,321 

166,890 

13,793,340 

8 

459,988 

376,860 

83,128 

13,622,429 

15 

469,919 

407,226 

62,693 

14,150,956 

8 

22 

433,050 

99,820 

333,230 

14,772,220 

7 

29 

1,170,251 

112,386 

1,057,865 

15,320,020 

6 
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110  drain  of  specie  for  export,  and  the  Bank's  stock  of 
gold  was  twelve  millions.  Nevertheless,  the  notes  of 
the  Bank  circulated  as  freely  during  the  panic  of  1825 
as  they  did  during  the  panic  of  1866.  Neither  in  the 
one  case  nor  in  the  other  was  there  the  least  distrust 
of  the  Bank's  notes,  nor  any  demand  on  the  part  of  the 
public  for  payment  of  them  in  specie.  The  amount  of 
the  Bank's  note-issues  in  1825  and  1866  was  the  same, 
while  the  Bank's  stock  of  gold  was  twelve  times  as 
large  in  1866  as  in  1825.  Since,  then,  the  notes 
of  the  Bank  were  never  distrusted  or  cashed  in  1825, 
who  believes  that  there  was  any  risk  of  its  notes 
being  distrusted  or  cashed  under  the  vastly  more  favour- 
able circumstances  of  1866  ?  In  fact,  it  is  a  special  fea- 
ture of  the  panic  of  1866  that  the  notes  of  no  bank  were 
distrusted.  Not  only  the  notes  of  the  Scotch  and  Irish 
banks,  but  the  notes  of  the  two  hundred  provincial 
banks  of  issue  in  England,  circulated  as  freely  as 
before  *^and  yet  the  issues  of  those  English  banks  of 
issue  are  totally  unprotected  by  any  security  required 
by  Government. 

There  is  another  matter  in  connection  with  the  sus- 
pension of  the  Bank  Act  which  claims  special  notice. 
It  has  become  a  stereotyped  practice,  when  such  a  sus- 
pension takes  place,  for  the  Government  to  stipulate 
that  the  Bank  shall  charge  an  exorbitant  rate  from  the 
community  upon  the  extra  note-issues  which  at  such 
times  are  imperatively  needed,  and  at  the  same  time 

*  As  it  has  been  alleged  that  the  increased  demand  for  notes  from 
the  Bank  of  England  was  partly  occasioned  by  the  notes  of  the  other 
English  banks  of  issue  falling  into  discredit,  we  shall  show  the  true 
facts  of  the  case  in  the  Appendix. 
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to  appropriate  the  profit  upon  these  extra  note-issues 
to  the  State.  The  latter  provision  is  essentially  illu- 
sory :  for  the  trifling  gain  so  made  by  the  State  is  dearly 
paid  for  by  the  community.  This  provision,  in  fact, 
simply  gives  the  Bank  an  additional  motive  of  self- 
interest  for  restricting  the  supply  of  currency  to  the 
statutory  amount,  and  thereby  making  larger  profits 
than  would  otherwise  be  possible.  In  the  panic  of  last 
year  the  Bank  declined  to  make  those  extra  issues 
(£2,000,000) — which  it  was  authorised  to  make,  but 
upon  which  it  was  to  get  no  profit, — while  it  willingly 
kept  its  charge  for  banking-accommodation  at  the  ex- 
orbitant rate  prescribed  by  the  Government.  Despite 
the  power  conferred  upon  it  to  extend  its  note-issues 
in  order  to  meet  the  urgent  requirement  for  them,  the 
Bank  never  at  any  time  exceeded  its  statutory  amount 
of  issue.  By  so  doing  it  obtained  a  larger  amount  of 
profits  than  if  it  had  issued  to  the  full  extent  of  the 
powers  conferred  upon  it. 

But  upon  what  ground  does  the  Government,  when 
the  Bank  Act  is  suspended,  enjoin  that  the  exorbitant 
rate  of  10  per  cent  shall  be  charged  upon  the  extra 
issues  of  currency  required  by  the  community?  Is  it 
afraid  that  the  Bank,  which  has  then  an  absolute 
monopoly  of  the  currency,  will  forget  its  own  interests, 
by  charging  too  little  for  its  loans  ?  The  idea  is  prepos- 
terous. The  only  effect  of  such  a  stipulation  is  to  nuUify 
the  very  object  for  which  the  Act  is  suspended.  The 
suspension  takes  place  only  when  the  statutory  amount 
of  banking-currency  becomes  confessedly  inadequate  to 
the  wants  of  the  community  ;  and  for  the  Government 
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to  decree  that  an  exorbitant  rate  shall  be  charged  upon 
the  extra  issues  required,  and  to  appropriate  the  profit 
on  them,  is  simply  to  undo  with  the  one  hand  what  it 
does  with  the  other.  It  gives  the  Bank  an  additional 
motive  not  to  meet  the  wants  of  the  public, — not  to  make 
the  extra  issues  of  currency  which  the  public  require, 
and  for  the  sake  of  supplying  which  the  Government 
suspends  the  Act.  Such  a  procedure  is  as  absurd  as  if 
the  Government  were  to  fiU  a  reservoir  for  the  use  of 
the  community,  and  were  simultaneously  to  narrow  the 
orifice, — so  that  the  community  should  get  no  more 
water  than  before,  while  paying  a  double  price  for  it. 

Moreover,  what  was  the  good  of  a  high  rate  of  dis- 
count during  the  panic  of  1866  ?  As  long  as  the  Act  of 
1844  is  in  force,  the  Bank  may  say — "  We  are  allowed  to 
issue  only  a  certain  amount  of  notes,  and  as  we  have  a 
greater  demand  for  these  notes  than  we  can  meet,  we 
shall  lend  them  only  to  those  who  are  williag  to  pay 
the  highest  price  for  them."  This  is  intelligible, — al- 
though the  system  under  which  such  a  case  can  arise  is 
obviously  unnatural  and  vicious.  But  when  the  supply 
of  currency  is  allowed  to  take  place  freely,  by  the  sus- 
pension of  the  Act,  what  object  does  an  exorbitant  Bank- 
rate  serve  ?  None  at  aU :  except  to  increase  the  profits 
of  the  Bank  at  the  expense  of  the  community,  and  to 
the  detriment  of  the  trade  and  industry  of  the  country. 

Theorists,  indeed,  whose  dogmas  have  inflicted  dire 
calamity  upon  the  country  during  the  last  quarter  of  a 
century,  have  proclaimed  with  extraordinary  assurance 
that  a  high  bank-rate  serves  immediately  to  attract 
specie  from  other  countries.     But,  in  the  first  place. 
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during  the  crisis  of  1866,  there  was  no  want  of  gold  at 
all.  At  the  worst  point  of  the  crisis,  there  were  twelve 
millions  of  gold  lying  idle  in  the  Bank,  and  no  one  ever 
asked  for  it  or  wanted  it.  Whatsoever,  then,  was  the 
object  of  the  exorbitant  bank-rate  of  10  and  12  per  cent, 
this  high  charge  for  banking-accommodation  was  cer- 
tainly not  needed  for  the  purpose  of  attracting  gold  from 
abroad.  There  was  quite  as  much  gold  as  we  required  : 
at  least  twelve  millions  more  than  anybody  asked  for, 
or  wanted.  Secondly,  as  experience  shows,  the  idea  that 
a  high  bank-rate  is  a  potent  means  of  attracting  gold 
from  other  countries  is  erroneous.*  The  influence  of  a 
high  bank-rate  on  the  efflux  and  influx  of  specie  is 
almost  inappreciable.  If  a  country  has  to  make  larger 
payments  abroad  than  the  amount  of  foreign  bills  which 
it  holds,  abroad  gold  must  go.  In  like  manner,  if  the 
balance  of  its  trading  and  financial  operations  is  in  its 
favour,  gold  wiU  pour  into  the  country,  however  low 
may  be  the  rate  of  discount.  In  October  1865,  Baron 
Eothschild  confidently  declared,  before  the  French 
Government  Inquiry  into  Banking,  that  if  the  Bank  of 
France  were  to  allow  its  rate  of  discount  to  fall  two  or 
three  per  cent  below  that  of  the  Bank  of  England,  or  of 
any  other  foreign  bank,  the  result  would  be  that  the  Bank 
of  France  would  be  drained  of  its  whole  amount  of  specie. 
Nevertheless,  during  the  critical  ten  months  which  fol- 
lowed, the  rate  of  the  Bank  of  France  was  on  the 
average  fully  three  per  cent  below  that  of  the  Bank 
of  England ;  yet  its  stock  of  specie,  so  far  from  being 
drained  away,  increased  rapidly,  while  the  specie  in  the 
*  See  also  supra,  pp.  166-8. 


THE  PANIC   OF  1866.  253 

Bank  of  England  during  those  months  did  not  increase 
at  all.  In  truth,  during  the  months  of  May,  June,  and 
July  last  year,  the  hank-rate  in  England  was  10  per 
cent,  while  the  bank-rate  in  France  was  only  3|  and  4 
per  cent,  and  yet  the  specie  in  the  Bank  of  France  con- 
tinued steadily  to  increase.* 

Facts  are  the  only  sure  teachers ;  and  these  facts,  as 
well  as  experience  on  many  other  occasions,  demonstrate 
conclusively  the  impotency  of  a  high  bank-rate  to  attract 
specie  from  other  countries.  Moreover,  by  producing  a 
panic,  a  high  bank-rate  actually  creates  or  intensifies  an 
external  drain  upon  the  banks,^ — as  in  the  case  of  last 
year,  when  it  produced  an  increased  export  of  specie  by 
throwing  discredit  upon  our  commercial  bills, — an  effect 
which  Lord  Clarendon's  circular  despatch  was  totally 
impotent  to  prevent.  And  finally,  a  high  bank-rate,  by 
producing  failures  and  panic,  creates  an  internal  drain 
of  specie  also.  In  truth,  while  a  high  bank-rate  is 
practically  useless  in  attracting  specie  from  other  coun- 
tries, it  is  the  most  potent  means  of  producing  panic 
and  disaster.  It  is  the  sure  parent  of  commercial 
crises,  and  sometimes  also  of  banking  crises. 

As  regards  our  monetary  system,  the  grand  lesson  of 
the  late  Crisis  is  as  obvious  as  it  is  important.  To 
rigidly  fix  the  amount  of  banking- currency  in  any 
country  is  an  absurdity.  The  monetary  requirements 
of  a  country  steadily  increase  with  the  increase  of 
trade  and  population  ;  they  are  also  liable,  from  many 
causes,  to  sudden  and  great  fluctuations.      The  run 

*  For  a  detailed  statement  of  these  and  other  monetary  statistics  of 
the  Crisis  of  1866  we  refer  the  reader  to  the  Appendix. 
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upon  banks  in  a  time  of  panic,  for  example,  consti- 
tutes a  sudden  increase  in  the  requirement  for  currency ; 
and  this  can  only  be  met  by  a  corresponding  increase  in 
the  supply.  During  the  crisis  of  1793,  the  Government 
came  promptly  to  the  rescue,  by  offering  a  supply  of 
Exchequer  currency  upon  the  security  of  goods — pro- 
perty of  any  kind.  Pive  millions  of  this  kind  of  cur- 
rency were  voted  for  the  supply  of  all  solvent  firms 
who  should  make  application  for  it,  —  and  thereupon 
the  panic  disappeared  as  if  by  magic.  In  1825,  when 
a  great  run  upon  the  banks  took  place  under  the  influ- 
ence of  panic,  the  dif&culty  vanished  the  moment  the 
Bank  of  England  declared  that  it  would  supply  currency 
freely,  by  making  advances  upon  any  kind  of  good 
security  which  was  offered  to  it. 

Without  such  measures,  in  times  of  panic,  not  only 
Trade  but  the  whole  banking-system  of  the  country  is 
liable  to  come  to  the  ground.  During  a  run  for  deposits, 
the  amount  of  the  assets  held  by  the  banks  are  of  no  use 
if  they  cannot  be  converted  into  currency.  A  depositor 
wiR  not  accept  payment  in  commercial  bills  or  suchlike 
securities,  howsoever  valuable  these  may  actually  be : 
they  must  be  turned  into  money  before  they  can  be  used 
by  the  bank  in  payment  of  its  liabilities.  And,  under 
our  present  laws,  as  has  now  been  proved  for  the  third 
time,  such  a  conversion  of  banking-assets  into  currency, 
in  times  of  crisis,  cannot  take  place  in  any  degree  com- 
mensurate with  the  requirements  of  the  banks  and  the 
piiblic.  During  the  late  Crisis,  the  grand  defect  of  our 
monetary  system  was,  that  assets  were  not  convertible 
into  currency.    Money's  worth  could  not  procure  money. 


XV. 
IMPOLICY  OF   THE  BANK   ACTS 


Such  is  the  working  of  our  present  monetary  system, 
alike  in  fair  weather  and  in  storm.  It  is  admitted  even 
by  the  supporters  of  the  system,  that  some  of  the  pro- 
visions of  the  Bank  Acts  are  absurd  and  exceedingly 
injurious.  The  Uconomist,  a  most  able  and  influential 
journal,  is  of  this  opinion.  Yet  it  shrinks  from  propos- 
ing to  abolish  the  Act  of  1844.  It  says  that  if  the  Act 
were  abolished,  the  Directors  of  the  Bank  of  England 
would  be  left  free  to  act  as  they  like ;  and  also  that  the 
Directors  themselves  do  not  desire  to  be  released  from 
their  fetters.  "Why  should  they?  The  Act,  as  we  have 
shown,  is  a  most  potent  means  of  increasing  the  gains 
of  the  Bank, — the  tendency  of  its  provisions  is  to  make 
the  rate  of  discount  in  this  country  steadily  rise.  And, 
moreover,  the  Directors  make  the  Act  a  convenient 
excuse  for  their  exorbitant  charges,  even  when  their 
conduct  has  no  necessary  connection  with  it.  They 
make  the  Act  a  vague  but  most  efficacious  shield,  which 
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they  interpose  between  themselves  and  the  protests  and 
criticisms  of  the  public. 

As  to  the  alleged  peril  of  leaving  the  Bank  Directors 
to  act  as  they  like,  what  does  it  mean  ?  The  Directors 
act  as  freely  (in  all  respects  save  one)  under  the  Act, 
as  they  ever  did  without  the  Act.  The  only  provision 
which  the  Act  imposes  upon  them  is,  that  six  or  seven 
millions  shall  be  locked  up  idly  in  the  Issue  Depart- 
ment. This  large  amount  of  specie  they  are  not  allowed 
to  make  use  of  in  any  way.  This  is  the  sole  obligation 
imposed  upon  the  Directors  by  the  Act :  and  it  is  a  pro- 
vision alike  noxious  and  absurd.  To  this  enactment  the 
Directors  make  no  objection.  One-half  of  their  usual 
stock  of  gold  being  nullified,  they  charge  a  double  or 
triple  price  for  the  remainder.  As  is  weU-known,  when 
an  article  of  indispensable  use  becomes  scarce,  a  small 
deficiency  of  supply  occasions  a  famine-price, — the  price 
increasing  in  geometrical  ratio  to  the  actual  deficiency. 
The  Directors,  in  fact,  can  eat  their  loaf  and  have  their 
loaf  They  can  have  their  six  or  seven  millions  of  gold 
locked  up,  and  yet  make  larger  profits  than  if  they 
had  the  use  of  it.  To  the  community,  the  case  stands 
thus : — when  there  are  14  millions  of  gold  in  the  Bank, 
the  Bank  must  act  as  if  there  were  only  seven.  And 
the  Bank  charges  fully  twice  as  much  for  the  use  of 
those  seven  millions  as  it  would  or  could  do  if  the  whole 
14  millions  of  specie  were  at  its  disposal.  Moreover, 
this  locking-up  of  nearly  seven  millions  is  intensified  in 
its  operation  by  the  provision  of  the  Act  which  forbade 
any  notes  above  14  millions  to  be  issued  save  upon  gold. 
If  those  seven  millions  of  specie  were  simply  locked 
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up,  the  evil  would  be  less  than  it  is.  For  what  the 
country  chiefly  wants  is  not  gold,  but  notes.  But, 
while  locking-up  this  large  amount  of  gold-money,  the 
Act  at  the  same  time  forbade  the  Bank  to  issue  notes  in 
answer  to  the  requirements  of  the  community, — making 
its  note-issues  above  14  (now  15)  millions  entirely  de- 
pendent upon  the  amount  of  gold  in  its  vaults.  Thus 
the  Bank  Acts  impose  an  artificial  restriction  upon  the 
Bank's  use  of  its  gold,  and  also  upon  the  currency  of  the 
country.  But  the  less  adequate  the  currency,  the  greater 
the  profits  of  the  Bank  which  issues  it.  For  example, 
when  the  Bank  lends  19  millions  at  9  per  cent,  its  pro- 
fits are  double  what  they  would  be  if  the  Bank's  note- 
issues  and  rate  of  discount  were  at  the  usual  amount — 
i.  e.,  21  millions  of  notes  lent  out  at  4  per  cent. 

This,  then,  is  the  sole  provision  of  the  Bank  Acts  which 
restricts  the  power  of  the  Directors.  And  its  effect  is 
to  raise  the  rate  of  interest  throughout  the  country :  to 
make  money  artificially  dearer  than  would  be  the  case  if 
no  such  enactment  existed.  As  the  Bank  is  a  private 
establishment,  whose  only  object  is  to  make  its  profits 
as  large  as  possible,  surely  no  legislation  was  needed  in 
order  to  induce  the  Directors  to  charge  a  higher  rate 
of  profit  than  they  would  otherwise  have  done.  In 
France  and  Belgium,  an  exactly  opposite  course  has  been 
followed :  in  each  of  those  countries  the  Government, 
while  conferring  a  monopoly  upon  the  Bank,  has  wisely 
taken  care  to  prevent  the  abuse  of  that  monopoly,  by 
preventing  the  Bank  from  increasing  the  rate  of  discount 
exorbitantly  for  the  purpose  of  adding  to  its  gains. 

In  all  other  respects,  the  Directors  of  the  Bank  of 
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England  act  as  freely  as  if  there  were  no  Bank  Act 
in  existence.  This  is  shown- to  demonstration  by  the 
fact  that  they  now  work  the  Act  in  an  entirely  op- 
posite manner  from  that  which  was  contemplated  by 
its  framers.  Sir  Eobert  Peel,  Mr  Goulburn,  and  the 
other  authors  of  the  Act  of  1844,  held  that  the  only  pro- 
per course  for  the  Bank  to  take,  when  a  drain  of  gold 
occurred,  was  to  contract  the  currency, — to  reduce  its 
note-circulation.  Sir  Robert  Peel  even  thought  it  a 
possible  contingency  (which  he  provided  for)  that  the 
Bank  might  at  certain  times  require  to  contract  its  note- 
circulation  to  eleven  millions  !  This  was  an  absurdity ; 
but  it  was  in  perfect  accordance  with  the  erroneous 
notions  upon  which  the  Bank  Act  was  founded.  These 
notions  are  now  wholly  exploded:  the  Bank  ignores 
them,  and  even  the  stanchest  supporter  of  the  "  bullion- 
ist "  doctrine  admits  them  to  be  untenable.  Neverthe- 
less, the  Act  which  was  the  offspring  of  those  notions 
remains  !  Such  is  the  strength  of  inertia,  of  the  reluct- 
ance to  change,  in  the  English  mind :  an  influence 
greatly  enhanced  by  the  fact  that  hitherto  the  only 
men  who  have  been  listened  to  as  authorities  on  this 
subject  are  bankers  and  capitalists, — the  very  class  of 
men  whose  personal  interests  are  involved  in  keeping 
the  rate  of  interest  at  the  highest  possible  elevation. 

An  Act  certainly  must  be  of  little  use  in  guiding  the 
conduct  of  the  Directors  when  they  act  in  direct  opposi- 
tion to  the  views  and  intentions  of  the  framers  of  the  Act. 
But  let  us  show  other  instances  of  the  freedom  of  action 
— we  might  say  licence — on  the  part  of  the  Bank  Court. 
So  far  as  the  principle  and  provisions  of  the  Act  are  con- 
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cerned,  the  Directors  might  have  continued  to  charge  the 
same  rate  of  discount  under  the  Act  as  before.  Neither 
Sir  E.  Peel  nor  any  of  the  framers  of  the  Act  contem- 
plated any  change  in  the  price  which  the  Bank  charged 
for  its  discounts.  Their  idea  was,  as  we  have  said,  sim- 
ply that  when  a  draia  of  gold  occurred,  the  Bank  should 
contract  its  note-circulation :  they  neither  enjoined  nor 
desired  that  the  Bank  should  at  such  times  charge  a 
higher  price  for  its  usual  accommodation  to  the  public. 
But  the  Bank  now  does  the  very  reverse  of  this :  it  issues 
as  many  notes  as  usual,  but  charges  a  higher  price  for 
the  use  of  them.  Whenever  a  demand  for  gold  in  pay- 
ment of  its  deposits  takes  place,  the  Bank  raises  the  rate 
of  discount,  and  in  this  way  converts  its  own  difficulties 
into  a  means  of  greatly  increasing  its  profits.  Instead  of 
being  guided  by  the  principle  upon  which  the  Act  was 
founded,  the  Bank  totally  repudiates  that  principle.  At 
the  same  time,  beiag  now  free  from  the  fear  of  com- 
petition, by  which  it  was  partially  kept  in  check  previ- 
ous to  1844,  the  Bank  raises  the  rate  of  discount  exorbi- 
tantly upon  the  most  trifling  pretexts. 

Moreover,  not  only  do  the  Bank  Directors  work  the 
Act  in  a  contrary  spirit  to  the  principle  upon  which  the 
Act  was  based,  but  they  have  altered,  and  are  constantly 
altering,  their  own  action.  Until  eight  or  ten  years  ago, 
when  there  were  twelve  millions  of  gold  in  the  Bank, 
the  bank-rate  was  little  more  than  half  what  it  is  now  in 
similar  circumstances.  By  the  simple  fiat  of  the  Direc- 
tors, the  rate  of  discount  has,  in  these  circumstances 
been  nearly  doubled.  Moreover,  the  Directors  now 
treat  a  home-drain  of  specie  just  as  if  it  were  a  drain 
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of  gold  for  export ;  and,  also,  they  treat  a  demand  for 
notes  just  as  if  it  were  a  demand  for  specie.  Again 
—  as  has  already  been  shown  —  they  no  longer  tide 
over  our  quarterly  and  other  periodical  demands  for 
money  (as  used  always  to  be  done  in  former  times),  but 
treat  them  as  if  they  were  permanent  drains, — raising 
the  bank-rate  and  thereby  increasing  their  profits. 

Again,  since  1858,  the  Bank  Directors  have  refused 
to  give  any  accommodation  to  the  discount-houses,  by 
occasionally  re-discounting  (as  they  used  to  do)  the  bills 
held  by  those  establishments.    As  a  private  establish- 
ment, the  Bank  has  a  right  to  act  thus ;  but  the  proce- 
dure is  questionable  when  it  is  considered  that  the  Bank 
has  been  intrusted  with  a  virtual  monopoly  of  the  sup- 
ply of  currency.     Eight  or  wrong,  the  result  is  to  give 
another  advantage  to  the  Bank.    Whenever  a  crisis  of 
any  kind  occurs,  the  discount-houses  have  to  stop  their 
usual  advances  to  Trade  altogether :  and  the  result  is  to 
secure  for  the  Bank,  at  such  times,  the  whole  business 
ordinarily  carried  on  by  the  discount-houses.     In  fact, 
when  a  crisis  occurs,  the  Bank  has  now  an  entire  mono- 
poly of  the  discount-business :  for  the  other  London 
banks,  although  holding  an  amount  of  deposits  nearly 
ten  times  larger  than  that  of  the  Bank  of  England,  have 
no  power  to  issue  notes, — they  are  entirely  dependent 
on  the  Bank  for  the  means  (notes)  of  carrying  on  their 
operations :  and  accordingly,  in  times  of  great  pres- 
sure, they  cease  to  discount.     In  this  way  (speaking 
roundly)  all  the  business  goes  to  the  Bank, — as  was 
shown  during  the   crisis   in  May   1866.      The  Bank 
has    a  clear   field,   and  works    its    monopoly  to   the 
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full,  at  the  expense  of  Trade  and  of  the  community  at 
large. 

Again,  although  the  Act  allows  the  Bank  to  increase 
its  note-issues  to  any  amount,  on  condition  that  it  pro- 
vides itself  with  a  corresponding  amount  of  gold,  the 
Bank  Directors  make  no  effort  to  do  so.  As  regards  its 
supply  of  gold,  the  Bank  maintains  a  purely  passive  at- 
titude. If  the  bullion-merchants  bring  gold  to  it,  good 
and  well ;  if  they  do  not  do  so,  the  Bank  simply  raises 
its  rate  of  discount.  Gold  may  be  deposited  with  it,  or 
withdrawn, — the  Bank  does  not  care.  It  takes  no  means 
to  supply  itself  with  specie,  when  more  specie  than  usual 
is  wanted  by  its  customers :  the  only  change  which  it 
makes  is,  to  exact  exorbitant  rates  from  the  public,  and 
increase  its  gains  without  incurring  any  cost  to  itself 

Again,  the  Bank  now  keeps  a  large  portion  of  its  pri- 
vate securities  in  the  form  of  railway-debentures.  City 
bonds,  &c.,  which  necessarily  have  a  long  time  to  run 
before  they  are  cashed.  Such  a  locking-up  of  its  capi- 
tal creates  a  difficulty,  and  raises  the  rate  of  discount, 
whenever  a  time  of  pressure  occurs.  And  as  the  Times, 
which  justifies  this  procedure,  admits,  the  Bank  locks 
up  its  capital  in  this  way  because  otherwise  it  would 
have  to  deal  only  in  commercial  and  other  bills,  and 
thereby  would  have  to  reduce  to  a  lower  level  the  bank- 
rate,  the  charge  for  its  accommodation  to  the  public. 
This  also  is  a  procedure  perfectly  legitimate  on  the  part 
of  a  private  establishment,  but  which  is  open  to  criti- 
cism in  the  case  of  a  bank  which  has  a  virtual  mono- 
poly of  the  banking-currency  of  the  kingdom. 

In  fact,  the  Bank  of  England  (although  specially  favour- 
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ed  by  the  State)  is,  in  its  own  estimation,  and  in  point 
of  law,  purely  a  private  establishment.  It  is  important 
that  this  fact  should  be  fully  recognised.  The  Bank 
does  not  consider  itself  responsible  as  a  conservator  of 
public  interests.  In  virtue  of  the  Bank  Acts,  it  possesses 
a  dominating  influence,  a  virtual  monopoly  of  the  cur- 
rency ;  but  it  uses  that  monopoly,  and  is  legally  entitled 
to  use  it,  as  a  private  establishment,  whose  only  object 
is  to  increase  its  profits  by  every  possible  means. 

The  Bank  of  England  having  shown  the  example  of 
acting  in  this  manner,  all  the  other  banks  now  closely 
foUow  its  lead.  Until  of  late  years,  the  Scotch  banks 
never  used  to  charge  the  high  rates  adopted  by  the  Bank 
of  England ;  neither  did  the  English  provincial  banks. 
But  the  Scotch  banks  now  do  this  as  a  rule,  and  the 
majority  of  the  English  provincial  banks  do  likewise. 
The  same  is  true  of  the  London  banks  and  discount- 
houses.  Knowing  that  their  customers  cannot  get  loans 
any  cheaper  at  the  Bank,  those  establishments  usually 
charge  the  full  minimum  rate  of  the  Bank  of  England. 
The  only  exception  to  this  is,  when  the  Bank's  business 
is  manifestly  falling  off,  so  as  to  indicate  an  immediate 
reduction  of  the  rate;  in  which  case,  the  other  banks 
and  the  discount-houses  usually  "  discount "  the  coming 
fall,  and  charge  rather  less  than  the  Bank,  in  order  to 
attract  to  themselves  as  many  bills  as  possible  before 
the  rate  falls  to  a  lower  point. 

The  two  great  evils  of  the  Act  of  1844  are  these : 
Firstly,  it  fossilised  the  monetary  system  of  this  country. 
It  stopped  its  growth, — it  checked  its  natural  expansion. 
With  an  ever-expanding  Trade,  we  have  a  fixed  Mone- 
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tary  System.  It  is  like  planting  a  growiag  oak  in  a  vase 
of  iron.  Secondly,  the  Acts  established  all  the  evils  of 
a  monopoly,  without  taking  any  means  to  prevent  the 
abuse  of  that  monopoly.  They  conferred  a  monopoly  of 
the  currency  upon  the  banks  of  issue  which  were  in  ex- 
istence in  1844, — of  which  the  Bank  of  England  (owing 
to  the  privileges  which  it  had  so  long  enjoyed)  was  the 
chief ;  and  as  regards  England,  the  whole  tendency  of 
the  Act  is  to  intensify  the  existing  monopoly,  by  foster- 
ing the  Bank  of  England  and  checking  the  note-issues 
of  all  the  other  banks. 

The  twin  systems  of  Eestriction  and  Monopoly — re- 
striction of  the  currency,  and  monopoly  of  the  power  to 
issue  it — are  sadly  out  of  keeping  with  the  times.  The 
restriction  amounts  to  a  total  prohibition  of  any  in- 
creased use  of  paper-money  in  the  form  of  banking-cur- 
rency. Mirahile  dictu!  the  principle  of  paper-money 
was  repudiated  by  the  Government  of  1844 :  not  a  single 
bank  in  the  country  was  allowed  to  employ  it  any  fur- 
ther :  and  even  the  system  of  banking-currency  as  it 
then  existed  was  seriously  contracted.  Had  Sir  Eobert 
Peel  and  his  advisers  lived  a  century  and  a  haK  earlier, 
they  would  have  been  found  amongst  the  most  bigoted 
opponents  of  the  establishment  of  the  Bank  of  England, 
— ^predicting,  as  many  at  that  time  did,  the  most  woeful 
consequences  to  the  community  from  the  adoption  of 
the  system  of  banking  -  currency.  And  when  beaten 
upon  this  point — as,  thanks  to  the  good  sense  of  Par- 
liament even  at  that  time,  would  have  been  the  case, — 
they  would  have  been  foremost  in  proposing  for  the 
,  Bank  of  England  that  monopoly  which  its  founder  openly 
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rejected,  and  which  was  also  rejected  in  Scotland ;  but 
which,  nevertheless,  the  Directors  of  the  Bank  of  Eng- 
land ere  long  extorted  from  the  Government  in  times  of 
need  by  the  tempting  offer  of  loans. 

In  truth,  the  Act  of  1844  is  an  utter  absurdity.  It 
has  thrice  broken  down,  after  seriously  injuring  the 
community;  and  long  ere  this  it  must  have  proved 
"absolutely  unworkable  but  for  the  occurrence  of  two 
wholly  extraneous  events, — namely,  (1)  the  unexpected 
discovery  of  the  new  gold-mines,  and  (2)  the  introduc- 
tion in  1854  of  the  present  "  Clearing  "-system.  But 
for  the  new  gold-mines  this  country  could  not  have  ex- 
ported the  20  or  30  millions  of  specie  now  annually  re- 
quired to  carry  on  our  foreign  trade ;  *  still  less  could 
we  have  added  so  largely  as  we  have  done  to  our  metal- 
lic currency,  in  supplement  of  our  note -circulation. 
Moreover,  even  with  the  extraneous  aid  afforded  by  the 
new  mines  of  California  and  Australia,  the  Bank  Acts 
must  ere  this  have  proved  unworkable  but  for  the  new 
system  of  "clearing"  adopted  in  1854, — whereby  the 


*  The  exports  of  specie  during  the  last  twenty-six  years  have  heen  as 
follows  (in  millions  sterling) : — 


Gold,  . 
Silver, 


Total, 


Gold, 
Silver, 

Total,  , 


1841 

•42 

'43 

•1 
S-8 

■6 
S'5 

2S 
3  0 

3-9 

40 

6-3 

'44 

'45 

'46 

'47 

'48 

'49 

'60 

'51 

'52 

■2 

•2 

•6 

4-8 

1-5 

11 

2-6 

3-9 

4-3 

3-4 

3-8 

2-4 

3-8 

7-0 

7-7 

4-4 

6-0 

6-9 

3-6 

4-0 

2-9 

8-6 

8-5 

8-8 

7-0 

8-9 

10-2 

1854 
16 -6 
6-0 

22-6 

'66 
11-8 
7-0 

18-8 

'56 
12-0 
12-8 

24-8 

'67 
16.0 
18-6 

33-6 

•58 
12-6 
70 

'69 
18-0 
17-6 

'60 

15  6 
9-9 

25-6 

•61 
11-2 
9-6 

'62 

16  0 
13-3 

'63 
16-3 
11-2 

'64 
13-2 
9-8 

23  0 

'66 
8-5 
6-7 

15-2 

19-5 

35-6 

20-7 

29-3 

26-5 

'63 
12-7 
6-1 

18-8 

'66 
12-7 
9  0 

21-7 


From  these  statistics  it  appears  that  the  exports  of  specie  requisite 
for  carrying  on  our  foreign  trade  are  now  at  least  six  times  as  large  as 
they  were  in  1844. 
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settlement  of  balances  between  the  London  banks  is 
effected  by  drafts  upon  the  Bank  of  England,  instead  of 
by  notes  as  before.  In  1839  the  transactions  of  the 
Clearing- House  amounted  to  £954,401,000,  and  the 
amount  of  bank-notes  required  to  settle  those  transac- 
tions was  £66,275,000, — or  nearly  7  per  cent  of  the 
amount  of  the  transactions.  According  to  Mr  Hankey, 
the  transactions  of  the  Clearing-House  in  the  year  end- 
ing 5th  September  1866  were  no  less  than£4,588,000,000, 
— or  more  than  4|  times  as  large  as  they  were  in  1839. 
Accordingly  the  amount  of  notes  required  to  settle  those 
transactions  would,  imder  the  system  as  it  existed  in 
1844,  have  been  upwards  of  £300,000,000,— whereas, 
by  the  new  system  of  clearing,  not  a  single  note  is 
needed  at  aU.  But  for  those  great  changes — namely, 
the  new  gold-mines,  and  the  new  system  of  clearing — 
the  Bank  Acts  must  have  become  absolutely  unwork- 
able long  ere  this.  Those  Acts,  in  short,  are  alike 
erroneous  in  principle,  disastrous  in  their  operations, 
and  thoroughly  unworkable  in  any  progressive  coimtry. 
It  is  extraordinary  to  hear  some  people  say,  "Why 
should  we  abolish  the  Bank  Act,  when  the  Bank  is 
quite  content  with  it  ? "  Well,  so  was  Demetrius  the 
silversmith  with  the  worship  of  Diana.  In  both  cases  the 
object  has  been  private  gain.  Never  let  it  be  lost  sight 
of  that  the  Bank  of  England  is  a  private  establishment. 
Not  even  in  the  worst  dilemma  that  ever  befalls  the 
country  does  the  Bank  think  of  anything  but  its  own 
interests.  And  these  are,  to  keep  the  rate  of  discount 
as  high  as  possible.  All  banks  do  the  like.  One  may 
as  well  suppose  that  a  farmer  in  a  time  of  famine  will 
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abate  one  iota  of  the  price  which  he  can  get  for  his  corn, 
out  of  deference  to  the  sufferings  of  the  community,  as 
that  a  bank  will  not  charge  the  highest  possible  price 
for  its  currency.  The  monetary  monopoly  established 
in  this  country  in  1844  is  the  worst  form  of  Protection 
and  Monopoly  that  ever  entered  the  head  of  a  statesman 
to  devise  or  of  a  people  to  acquiesce  in.  In  principle, 
it  is  infinitely  less  defensible  than  the  old  Corn  Laws. 
Apart  from  the  fact  that  the  Corn  Laws  were  established 
for  the  purpose  of  preventing  this  country  from  being 
mainly  dependent  on  foreign  countries  for  its  supply  of 
food, — apart  from  the  fact  that  the  Corn  Laws  were 
supported  on  a  very  intelligible  principle  of  State  policy, 
favourable  to  the  independence  of  the  country, — even 
as  a  question  of  political  economy,  the  system  of  Pro- 
tection established  by  the  Corn  Laws  was  more  de- 
fensible than  the  present  monopoly  of  the  supply  of 
money.  Under  the  Corn  Laws,  whenever  the  price  of 
corn  rose  to  a  certain  point,  a  supply  of  foreign  corn 
was  admitted  at  a  merely  nominal  duty.  It  was  only 
when  the  harvest  was  a  bad  one  that  the  price  of  corn 
rose  to  this  point :  and  the  main  effect  of  the  law  was  to 
allow  prices  to  rise  to  a  poiut  which  would  recoup  the 
farmer  for  the  deficiency  of  his  crop, — his  expenditure 
being  as  much  in  a  bad  harvest  as  in  a  good  one. 

An  adequate  supply  of  Money  is  as  indispensable  to 
our  national  prosperity,  and  to  the  employment  of  the 
working-classes,  as  a  supply  of  Corn  is  to  the  life  of  the 
people.  But  under  the  present  Bank  Acts,  the  mono- 
poly of  the  supply  of  money,  the  protective  system 
established  in  favour  of  certain  banks,  has  no  limit 
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such  as  existed  under  the  Corn  Laws.  However  great 
may  be  the  requirements  of  the  community,  the  supply 
of  money  is  restricted  to  a  certain  amount ;  so  that,  in 
times  of  pressure,  the  banks'  charge  for  the  use  of  their 
notes  becomes  exorbitant.  In  consequence,  as  trade 
and  the  monetary  requirements  of  the  country  are 
yearly  increasing,  while  the  cheque -system  has  ap- 
proached its  fuU  development,  the  rate  of  interest,  the 
charge  for  the  use  of  money  on  loan,  is  likewise  increas- 
ing, and  ever  and  anon  reaches  a  most  usurious  point. 
A  very  trifling  decrease  in  the  ordinary  influx  of  gold, 
or  a  very  small  increase  in  the  demand  for  notes,  sends 
up  the  bank  -  rate  in  geometrical  proportion  to  the 
amount  of  the  deficiency.  A  decrease  of  one-tenth  in 
the  Bank's  stock  of  gold,  or  an  increase  of  one-tenth  in 
the  demand  for  notes,  sends  up  the  bank-rate  from 
4^  to  8  or  9  per  cent.  And  even  when  the  Bank  Act 
is  suspended,  the  suspension  brings  comparatively  little 
relief  to  the  community.  Practically  the  effect  is  simply 
to  allow  the  Bank  to  carry  on  business  at  a  usurious  rate 
of  profit — 10  per  cent.  One  might  expect,  indeed,  that 
the  Bank,  when  released  from  the  legislative  restriction 
upon  its  note-issues,  would  give  some  relief  to  the  com- 
munity by  lowering  its  rate  of  discount.  But  the  Gov- 
ernment insanely  (we  can  use  no  milder  term)  limits  the 
relaxation  of  the  Act  in  such  a  way  that  the  Bank  can- 
not, if  it  would,  lower  the  rate.  The  Government  says 
to  the  Bank : — "  We  authorise  you  to  issue  two  millions 
of  notes  in  excess  of  what  the  Act  permits  you  to  do, — 
for  we  see  that  if  this  is  not  done,  such  a  panic  will  arise 
as  wiU  break  down  our  monetary  system  altogether :  but 
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at  the  same  time  10  per  cent  shall  he  your  lowest  charge 
upon  your  accommodation  to  the  public :  and,  moreover, 
all  the  profit  upon  these  extra  two  millions  of  note- 
issues  shall  go  to  the  State." 

What  is  the  meaning  of  this  ?  In  1857  this  strange 
procedure  was  adopted  by  the  Government  simply  be- 
cause it  had  been  adopted  in  1847 :  and  in  1866  out  of 
deference  to  those  precedents.  But  if  we  ask  why  was 
such  a  course  adopted  in  1847,  no  answer  comes  back  to 
us.  If  the  Government,  acting  in  the  interests  of  the 
public,  were  to  say  to  the  Bank, — "  We  have  a  right  to  all 
the  profits  on  those  extra  issues,  but  we  shall  waive  this 
right  on  the  condition  that  you  lower  your  rate,  that  you 
reduce  your  charges  to  the  public,"  the  procedure  would 
be  intelligible.  Instead  of  increasing  the  demand  for 
notes,  this  procedure  (as  abundant  experience  shows) 
would,  by  restoring  confidence,  actually  lessen  it.  But 
according  to  the  present  system,  when  the  Govern- 
ment relaxes  the  law,  by  suspending  the  Bank  Act,  it 
orders  an  exorbitant  rate  to  be  charged  by  the  Bank 
(as  if  the  Bank  required  any  extraneous  impulse  to  do 
this !),  and  at  the  same  time  appropriates  to  the  State 
the  trifling  gain  upon  the  Bank's  extra  issues,  at  the 
expense  of  prolonged  troubles  and  tremendous  losses 
on  the  part  of  the  community.  This  procedure — to 
borrow  another  illustration  from  the  corn-trade — is  as  if 
the  Government,  in  a  time  of  famine,  were  to  allow  two 
or  three  million  quarters  of  wheat  only  to  be  import- 
ed ;  were  to  forbid  these  to  be  sold  except  at  a  famine- 
price  ;  and  also  were  to  appropriate  the  profit  on  the 
sale  thereof  to  the  State.    The  consequence  would  be 
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that  the  corn -merchants  would  not  care  to  import  at  all, 
— because  they  could  get  no  profit  on  the  transaction ; 
moreover,  if  the  corn  were  imported,  the  farmers  would 
get  the  same  famine-prices  for  their  corn  just  as  if  no 
importation  had  taken  place.  If,  when  the  price  of  wheat 
is  £5  the  quarter,  the  Government  were  to  allow  two 
million  quarters  to  be  imported,  but  no  more,  and  only 
on  condition  that  this  imported  corn  be  not  sold  below 
the  previous  price  (£5),  and  that  the  profits  on  the  sale 
of  it  should  go  to  the  State :  this  would  be  an  exactly 
parallel  case  to  what  occurs  under  our  monetary  system 
when  a  crisis  occurs  and  the  Bank  Act  breaks  down. 

What  is  more,  under  the  Corn  Laws,  protective  as 
they  were,  the  business  of  corn-growing  in  this  country 
was  not  a  monopoly :  on  the  contrary,  those  laws  gave 
every  possible  encouragement  to  the  growth  of  food  for 
our  people.  Any  one  could  grow  corn  who  pleased.  As 
much  capital  might  be  invested  in  the  business  as  the 
community  desired.  So  that,  if  more  corn-growers  were 
wanted,  and  competition  were  desired,  this  would  natu- 
rally take  place.  But  no  such  freedom  of  trade  exists 
in  the  supply  of  banking-currency, — which,  nevertheless, 
is  as  needful  to  our  trade  as  corn  is  to  the  life  of  the 
people.  The  banks  of  issue  which  existed  prior  to  1844 
have  a  complete  monopoly ;  and,  under  the  privileges 
conferred  by  the  Act  upon  the  Bank  of  England,  the 
monopoly  is  becoming  every  year  intensified  in  its  effects, 
because  concentrated  more  and  more  in  the  hands  of  a 
single  Bank,  whose  only  rule  of  conduct  is  to  charge 
the  highest  rate  possible. — No  wonder  that  the  country 
sufi"ers  and  complaias. 


XVI. 
THE  CTJEEENCT,  PAST  AND  PRESENT 


The  currency,  as  established  by  law  in  this  country, 
has  since  1844  become  a  veritable  chaos.  Let  a  mer- 
chant empty  the  contents  of  his  purse,  and  there  wiU. 
be  turned  out,  probably,  some  sovereigns,  silver  coins, 
and  bank-notes.  A  sovereign  is  royal  currency — coin 
of  the  realm ;  its  weight  and  purity  are  guaranteed  by 
the  stamp  of  the  Mint,  and  it  is  indefeasibly  a  legal 
tender  in  payments  alike  to  the  State  and  between  man 
and  man.  The  silver-pieces  likewise  .are  coins  of  the 
realm,  but  they  are  not  a  legal  tender  in  payments 
above  the  amount  of  £2.  Bank-notes  are  still  more 
diverse  in  their  character  as  currency.  The  notes  of  the 
Bank  of  England  are  legal  tender,  but  not  absolutely, — 
only  so  long  as  the  Bank  continues  to  give  gold-coin  in 
exchange  for  them  on  demand.  The  210  other  banks 
of  issue  in  the  kingdom  have  no  such  privilege ;  their 
notes  are  not  a  legal  tender  under  any  circumstances, 
however  amply  the  convertibility  of  these  notes  may  be 
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secured,  and  however  perfect  may  be  the  credit  of  the 
banks  which  issue  them. 

Moreover,  there  are  no  less  than  three  different  bases 
upon  which  the  note-circulation  of  the  country  is  al- 
lowed to  be  issued;  and  the  actual  facts  of  the  case 
may  be  summarised  as  follows  : — (1.)  The  average  actual 
circulation  of  the  Bank  of  England  (about  22  millions) 
is  based,  fully  two-thirds  upon  Government  securities, 
and  rather  less  than  one-third  upon  specie.  (2.)  The 
present  note-issues  of  the  Scotch  banks  are  based  one- 
half  upon  gold,  and  one-half  (so  far  as  legislation  is 
concerned)  simply  upon  the  credit  of  these  banks. 
(3.)  The  present  note-circulation  of  the  Irish  banks  is 
issued  almost  wholly  upon  their  own  credit, — that  is  to 
say,  without  the  law  compelling  these  banks  to  keep 
any  special  security  for  their  issues.  (4.)  The  notes  of 
the  190  English  provincial  banks  of  issue  are  not  based 
upon  any  special  security  at  all ;  neither  are  they 
bound  to  pay  specie  for  their  notes  on  demand, — the 
notes  of  the  Bank  of  England  having  been  made  legal 
tender,  instead  of  coin,  in  payment  alike  of  the  notes 
of  these  banks  and  of  their  deposits. 

Such  is  the  chaos  of  currency  which  has  been  estab- 
lished in  the  United  Kingdom  by  the  existing  monetary 
laws.  Moreover,  in  addition  to  those  starthng  anomalies, 
a  vicious  system  of  Monopoly,  and  an  unworkable  sys- 
tem of  Eestriction,  have  been  superimposed ;  so  that  our 
whole  banking-currency  has  become  unintelligible  in 
principle  and  retrograde  in  spirit. 

When  banking  was  first  adopted  in  this  country,  by 
the  establishment  of  the  Bank  of  England  and  the  Bank 
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of  Scotland,  very  clear  ideas  prevailed  as  to  banking- 
currency  and  the  basis  upon  which  it  should  be  issued. 
The  Bank  of  England  was  constituted  as  follows : — 
Firstly,  it  was  a  joint-stock  company,  consisting  of  a 
number  of  shareholders  of  good  repute,  both  as  regards 
wealth  and  character,  each  one  of  whom  was  liable  to 
make  good  the  obligations  of  the  Bank  to  the  full  extent 
of  his  means.  Secondly,  the  notes  of  the  Bank  were 
issued  upon  Government  security, — i.  e.,  to  the  amount 
of  the  coin  (£1,200,000)  which  the  Company  had  lent 
to  the  State.  The  substantial  value  of  the  notes  being 
thus  secured,  the  State  imposed  no  other  condition  on 
their  issue.  The  Company  was  bound  to  pay  coin  of 
the  realm  (then  chiefly  silver)  in  exchange  for  its  notes, 
when  required  to  do  so  ;  but  it  was  left  to  its  own  judg- 
ment as  to  the  amount  of  coin  which  should  be  kept  on 
hand  to  insure  the  convertibility  of  the  notes.  Thirdly, 
there  was  no  compulsion  laid  on  the  public  to  receive 
the  Bank's  notes  :  the  community  was  left  free  to  accept 
them  or  not,  as,  seemed  to  them  best.  The  founders  of 
the  Bank  knew  that  the  notes  of  a  soxuid  establishment, 
enjoying  the  confidence  of  the  public,  require  no  "  legal 
tender"  character,  no  extraneous  aid  from  the  Govern- 
ment, to  obtain  circulation.  (Even  the  Bank  of  Erance, 
at  the  present  day,  although  the  only  bank  of  issue  in 
that  coimtry,  does  not  ask  for  le  coursfored  for  its  notes.) 
Fourthly,  when  the  Bank  of  England  was  established, 
no  monopoly  of  any  kind  was  granted  to  it :  indeed,  the 
principle  of  monopoly  was  expressly  repudiated  and 
condemned  by  its  founder.  Any  company  was  free  to 
establish  itself  as  a  bank  of  issue  upon  similar  con- 
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ditions.  To  supply  a  safe  and  acceptable  substitute 
for  metallic  money,  and  thereby  to  keep  the  currency 
adequate  to  the  requirements  of  the  community, — such 
was  the  object  of  the  founders  of  the  Bank  of  England, 
and  such  was  the  ground  upon  which  Parliament  pro- 
ceeded at  the  establishment  of  the  Bank. 

The  Bank  of  Scotland,  established  a  year  later  than 
the  English  Bank — before  the  Union,  and  when  the 
Scotch  had  a  Parliament  of  their  own, — was  founded  in 
the  main  on  similar  principles,  but  in  a  somewhat  bolder 
and  freer  spirit.  Like  the  Bank  of  England,  it  was  a 
powerful  joint-stock  company,  every  member  of  which 
was  liable  in  full  for  the  debts  of  the  bank ;  but  no  con- 
dition, no  legal  restriction,  was  imposed  upon  its  issue 
of  notes,  save  that  they  should  be  payable  in  coin  on  de- 
mand. Its  notes  were  not  a  legal  tender  :  if  people  did 
not  wish  to  have  the  Bank's  notes,  they  could  refuse 
them  at  pleasure ;  if  the  public  did  want  its  notes,  the 
Bank  was  at  full  liberty  to  supply  them.  Being  secured 
by  a  large  paid-up  capital,  and  by  an  ample  proprietary 
in  reserve,  the  notes  of  the  Bank  of  Scotland  circulated 
as  freely  as  those  of  the  Bank  of  England.  Also,  no 
monopoly  was  either  given  or  asked  for.  Banking  in 
Scotland,  as  at  the  outset  in  England,  was  left  free. 
Any  company  or  firm  was  at  Kberty  to  establish  a  bank 
and  issue  banking-currency. 

This  system  of  freedom  in  Scotland  bore  noble  fruits. 
One  after  another,  at  considerable  intervals,  as  the  mone- 
tary requirements  of  Scotland  increased,  large  banks 
arose, — powerful  companies,  whose  capital  and  proprie- 
tary furnished  an  ample  guarantee  for  the  notes  which 
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they  issued,  and  for  the  deposits  which  they  received. 
This  -was  a  natural  result  of  the  system  of  perfect  free- 
dom. Left  to  themselves,  the  banks"  and  the  public 
settled  the  matter  without  difficulty  or  mistakes.  Large 
banking-companies  arose,  because  the  public  naturally 
preferred  to  deal  with  such  establishments.  Private 
banking  was  almost  unknown,  because  it  could  offer 
no  guarantee  comparable  to  that  of  joint-stock  banks. 
What  is  the  credit  of  a  single  individual,  compared  to 
that  of  a  numerous  company,  every  one  of  whose  mem- 
bers is  liable  to  the  fuU  extent  of  his  property  ?  Under 
this  perfectly  free  system  of  banking,  not  a  single  note- 
holder or  depositor  in  Scotland  has  ever  lost  a  shilling 
by  the  failure  of  any  bank.* 

While  the  free  system  was  bearing  such  excellent 
fruits  in  Scotland,  in  England  it  was  almost  instantly 
supplanted  by  the  opposite  principle  of  monopoly.  Bank- 
ing in  England  speedily  fell  from  the  state  in  which  it 
was  created,  and  went  to  the  bad.  Within  fourteen 
years  of  its  establishment,  the  Bank  of  England  used  its 
powers  and  opportunities  to  obtain  for  itself  special 
privileges.  The  Government  was  in  want  of  money  to 
carry  on  the  war  against  the  Grand  Monarque, — the 
Bank  agreed  to  raise  the  required  amount  of  coin,  and 

*  Moreover,  the  only  case  on  record  of  the  notes  of  any  Scotch  bank 
heing  in  disrepute  was  for  owe  day,  in  November  1857  (twelve  years 
after  the  old  Scotch  system  of  freedom  had  been  abolished  by  the  Act 
of  1845),  when  the  Western  Bank  stopped  payment,  and  when  the 
other  Scotch  banks — by  a  mistake  which  they  afterwards  acknowledged, 
and  which  they  immediately  rectified — momentarily  hesitated  to  accept 
the  notes  of  the  suspended  bank,  although  they  knew  that  all  the 
liabilities  of  that  bank  were  amply  secured  by  its  large  and  wealthy 
body  of  shareholders. 
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lend  it  to  the  Government,  on  condition  that  no  other 
joint-stock  bank  of  issue  should  be  allowed  in  England. 
The  Government,  pressed  for  money,  assented ;  freedom 
in  banking  was  summarily  suppressed  in  England,  and  a 
monopoly  was  established  on  behalf  of  the  Bank,  which 
rendered  the  growth  of  a  sound  system  of  banks  abso- 
lutely impossible.  The  prohibition  against  the  estab- 
lishment of  any  banking-firm  consisting  of  more  than 
six  partners,  was  framed  solely  and  avowedly  to  favour 
the  Bank  of  England,  in  return  for  its  loans  to  Govern- 
ment, by  preventing  the  rise  of  any  powerful  bank  which 
might  compete  with  it.  Thus,  in  return  for  getting  a 
loan  from  the  Bank,  the  Government  of  the  day  (a.d. 
1708)  inflicted  upon  the  country  a  burden  which,  though 
little  more  than  theoretical  at  the  time,  has  since  then 
repeatedly  inflicted  the  most  widespread  disasters,  and 
has  done  far  more  to  checker  the  industrial  career  of  this 
country  than  any  other  cause  which  can  be  named. 

That  happened  which  always  happens.  If  you  pre- 
vent a  community  from  supplying  their  wants  in  the 
best  form,  they  will  do  so — they  are  forced  to  do  so — in 
an  inferior  way.  Joint-stock  banks  being  prohibited,  a 
number  of  private  ones  arose.  Great  banks  being  want- 
ed, but  prohibited,  their  place  was  of  necessity  taken  by 
small  ones.  Private  gentlemen,  merchants,  even  little 
shopkeepers,  started  as  bankers  in  answer  to  the  wants 
of  their  localities.  In  Scotland,  the  banks  were  establish- 
ed in  the  capital,  or  in  one  or  two  of  the  leading  towns, 
from  whence  they  extended  their  operations  over  the 
country  by  means  of  branches ;  so  that  a  few  great  banks 
with  numerous  branches  amply  sufficed  for  the  wants  of 
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all  Scotland.  In  England  the  case  was  quite  othei-wise. 
Private  banks  cannot  spread  over  the  country  by  means 
of  branches.  A  private  firm  or  individual  may  be  well- 
known  and  fully  trusted  in  his  own  locality,  but  his 
name  and  credit  are  not  generally  known  elsewhere.  It 
is  only  large  banks,  whose  capital  and  proprietary  are 
widely  known,  that  can  successfully  extend  their  oper- 
ations over  the  country ;  and  in  England  no  banks  of 
this  kind  were  allowed  to  be  established.  A  vast  num- 
ber of  petty  banks  was  the  natural,  the  inevitable  result. 
Every  little  district  or  town  had  its  little  bank  or  banks, 
which,  whether  well-managed  or  not,  had  not  that  first 
requisite  of  a  bank, — an  adequate  capital,  as  a  reserve 
and  guarantee  for  its  operations. 

These  little  banks,  established  in  hundreds  over  Eng- 
land (at  one  time  there  was  about  a  thousand  of  them), 
being  possessed  of  small  resources,  fell  in  scores  on 
every  occasion  of  panic  or  crisis.  It  was  not  their  note- 
circulation  which  brought  them  down,  or  which  brings 
down  any  bank :  in  aU  cases  the  chief  and  primary  cause 
of  their  fall  was  a  run  for  deposits, — a  sudden  calling-up 
of  the  money  intrusted  to  them.  In  fact,  when  a  bank's 
credit  is  shaken,  it  is  always  the  depositors  who  are  the 
first  to  take  alarm,  and  whose  demands,  being  largest,  it 
is  most  difficult  to  meet.  Few  persons  have  more  than 
£10  in  notes  on  hand  :  hence  note-holders  are  never  so 
prompt  and  eager  to  make  a  run  upon  a  bank  as  the 
depositors  are,  who  have  hundreds  or  thousands  at  stake. 
Having  no  large  paid-up  capital  or  reserves,  those  Eng- 
lish banks,  whenever  a  crisis  of  any  kind  occurred,  gave 
way  in  scores,  spreading  loss  and  ruin  over  the  country. 
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Ever  and  anon,  a  number  of  those  weak  banks  lost 
credit, — their  notes,  forming  the  chief  part  of  the  provin- 
cial currency,  became  useless,  and  the  depositors  in  those 
banks  lost  still  more  heavily  than  the  note-holders. 

These  repeated  failures  of  the  English  banking- system 
necessarily  excited  great  attention.  The  evil  was  too 
momentous  to  be  overlooked.  But  the  Government  did 
not  discern  the  real  cause  and  root  of  the  evil.  They 
failed  to  see  the  simple  truth,  that  it  is  impossible  to 
have  a  sound  banking-currency  without  sound  banks. 
And  a  sound  system  of  banks  could  not  be  established, 
owing  to  the  monopoly  conferred  upon  the  Bank  of  Eng- 
land. The  Government  allowed  the  root  of  the  evil  to 
remain,  and  meddled  and  muddled  with  the  note-issues. 
Like  an  ignorant  physician  who  has  to  deal  with  an 
eruptive  complaint,  they  attempted  to  cure  the  disease 
by  putting  a  plaster  on  some  of  the  eruptive  spots. 
They  prohibited  the  further  issue  of  small  notes  :  which 
small  notes  seemed  to  them  to  be  the  great  cause  of  the 
malady.  It  never  occurred  to  them  to  consider  how  it 
was  that  small  notes,  which  formed  a  large  portion  of 
the  banking-currency  of  Scotland  and  Ireland,  had  not 
only  produced  no  catastrophe  in  those  portions  of  the 
kingdom,  but  had  proved  eminently  beneficial.  Small 
notes — that  was  the  only  thing  which  the  Government 
could  imagine  as  the  root  of  the  evil :  and  accordingly 
small  notes  were  abolished  in  England. 

The  evil,  of  course,  was  not  cured :  and  in  a  few 
years  afterwards  (1833),  the  Government  again  attempt- 
ed to  improve  the  state  of  matters,  by  making  the  notes 
of  the  Bank  of  England  a  legal  tender.     As  a  cure  for 
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the  frail  condition  of  the  English  banks  of  issue,  they 
increased  the  system  of  monopoly  which  was  the  primal 
and  fundamental  cause  of  the  unsoundness  of  the  gene- 
ral banking-currency  of  England.  StiE.  the  system  re- 
mained unsound,  in  the  estimation  of  the  very  states- 
men who  had  so  long  been  promulgating  remedies,  or 
at  least  prescriptions  for  it.  But  again  the  seat  of  the 
malady  was  not  perceived.  Perplexed  by  the  failure  of 
all  the  former  prescriptions,  Sir  Eobert  Peel,  in  1844, 
prohibited  the  further  extension  of  banking-currency 
altogether ;  at  the  same  time  purchasing  the  assent  of 
the  existing  banks  of  issue  to  this  measure  by  conferring 
upon  them,  throughout  the  whole  kingdom,  a  monopoly 
of  the  note-circulation.  No  additional  notes  were  allowed 
to  be  issued  by  the  banks  established  prior  to  1844 ;  * 
and  no  new  bank  was  allowed  to  issue  banking-currency 
at  all. 

This  measure  was  the  more  to  be  regretted  inasmuch 
as,  for  some  years  previous,  an  element  of  improvement 
had  been  introduced  into  the  English  banking-system, 
which,  if  allowed  freely  to  develop  itself,  would  ere  long 
have  gone  far  to  remedy  the  weakness  of  the  English 
note-currency.  This  was  the  establishment  of  joint-stock 
banks.  In  1826,  joint-stock  banks  of  issue  were  allowed 
to  be  established  in  the  provinces  (beyond  a  radius  of 


*  This  is  the  literal  fact  as  regards  all  the  English  banks  of  issue, 
except  the  Bank  of  England.  And  although  the  Bank  of  England  and 
the  existing  banks  of  issue  in  Scotland  and  Ireland  were  allowed  to 
extend  their  note-issues,  it  was  only  upon  condition  of  keeping  an 
equal  amount  of  gold  in  reserve  —  a  condition  which  nullified  the 
economy  which  is  the  object  of  banking-currency,  and  which  left  the 
banks  but  little  motive  for  issuing  it. 
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sixty  miles  from  London) ;  and,  in  1833,  joint-stock 
banks,  hut  without  the  power  of  issuing  hanking -cur- 
rency, were  allowed  to  be  established  in  London  itself. 
This  great  strengthening  of  the  basis  of  banking  in 
England  also  afforded  a  means  of  improving  the  bank- 
ing-currency of  England.  But  Sir  Eobert  Peel  over- 
looked this  circumstance.  Wearied  and  bewildered 
by  the  inadequate  results  of  previous  legislation  on  the 
subject,  in  which  he  had  taken  a  chief  part,  he  came  to 
regard  banking-currency  as  an  evU  altogether, — a  neces- 
sary evil,  he  was  forced  to  admit,  but  one  which,  as  it 
seemed  to  him,  it  was  expedient  to  reduce  to  the  smallest 
possible  proportions.  Hence  the  restrictions  which  he 
imposed  upon  the  right  to  issue  banking  -  currency. 
Moreover,  seeing  that  the  Bank  of  England  was  the 
only  great  bank  of  issue  in  England,  and  possessed  the 
greatest  security  for  its  note-circulation  (forgetting  that 
it  was  so  only  in  consequence  of  its  long- established 
monopoly  of  joint-stock  banking),  he  resolved,  so  far 
as  was  practicable,  gradually  to  suppress  all  the  other 
banks  of  issue,  and  give  to  the  Bank  of  England  an 
absolute  monopoly  of  the  banking-currency  of  the  coun- 
try. And  yet,  strange  to  say,  he  took  no  measures  to 
prevent  the  abuse  of  so  vast  a  monopoly.  He  left  the 
Bank,  as  it  was,  a  private  establishment,  whose  chief 
object  is  to  increase  the  profits  of  its  shareholders  ;  yet 
he  also  left  it  free  to  charge  what  it  pleased  for  the  use 
of  its  notes !  He  established  for  the  Bank  a  virtual 
monopoly  of  the  English  banking -currency,  without 
considering  what  would  be  the  effects  of  such  a  mono- 
poly upon  the  interests  of  the  community. 
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Thus  the  banking-system  of  this  country,  as  estab- 
lished by  Act  of  Parliament,  exhibits  four  features 
-which  specially  challenge  attention.  (1)  The  banking- 
currency  is  fixed  in  amount :  unlike  that  of  other 
countries,  it  is  no  longer  allowed  to  expand  with  the 
growing  requirements  of  the  community.  (2)  It  is 
subject  to  a  monopoly;  without  any  safeguard  against 
the  abuse  of  that  monopoly.  (3)  The  conditions  of  its 
issue  are  wholly  anomalous.  (4)  A  portion  of  the  pre- 
sent bank-issues  is  inadequately  secured. 

There  are  four  different  and  incongruous  laws  for  the 
banking-system  of  this  country.  There  is  one  law  for 
the  Bank  of  England,  another  for  the  Scotch  and  Irish 
banks,  a  third  for  English  provincial  banks  of  issue, 
and  a  fourth  for  all  banks  established  since  1844. 
These  diversities  of  legislative  enactment  are  not  justi- 
fied by  any  corresponding  diversity  in  the  constitution 
and  circumstances  of  the  banks  to  which  they  apply. 
We  do  not  object  to  them  merely  as  diversities,  but 
because  some  of  them  are  bad.  For  example :  it  is  a 
most  objectionable  thing  that  there  should  be  scores  of 
private  firms,  some  of  them  consisting  merely  of  single 
individuals,  allowed  to  issue  banking-currency  in  Eng- 
land, while  there  are  many  powerful'  joint-stock  com- 
panies, notably  those  of  the  metropolis,  which  are  not 
permitted  to  issue  banking-currency  upon  any  terms. 
Moreover,  the  enactment  which  regulates  the  provincial 
banking-currency  of  England  is  inadequate.  There  are 
two  ways  of  securing  the  solidity  of  banking-currency : 
namely,  either  by  taking  direct  security  for  the  notes 
issued,  or  by  insuring  that  they  shall  only  be  issued  by 
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banking-companies  of  large  resources.  In  neither  of 
these  respects  is  any  security  taken  for  the  provincial 
banking-currency  of  England.  It  is  only  justice  to  say, 
that  since  1844  the  English  provincial  banks  of  issue 
have  on  the  whole  been  weU  conducted ;  and  that,  as  a 
matter  of  fact,  there  is  no  ground  of  complaint  against 
them.  Nevertheless,  we  cannot  regard  this  portion  of 
our  banking-currency  as  adequately  secured. 

Finally,  our  whole  banking-system  is  subjected  to  the 
monster  evils  of  Eestriction  and  Monopoly ;  the  conse- 
quences of  which  every  year  weigh  more  heavily  upon 
the  community.  First,  as  to  Eestriction.  Banking-cur- 
rency is  simply  the  exchange  of  one  kind  of  property  for 
another.  It  is  an  exchange  of  one  kind  of  negotiable 
property  into  another  kind  which  is  more  widely  nego- 
tiable. That  is  all.  It  is  a  conversion  of  commercial 
currency  and  other  readily  negotiable  securities  into 
general  currency.  Hence,  on  principle,  to  fix  the 
amount  of  banking-currency  in  a  country  is  as  absurd 
and  indefensible  as  to  fix  the  amount  of  commercial 
currency.  More  trade  requires  more  currency.  Com- 
merce does  its  part  by  providing  a  currency  of  its  own. 
But  what  happens  when  there  are  no  adequate  means 
of  converting  this  currency  of  trade  into  general  cur- 
rency ?  Ever-recurring  grievous  disasters  alike  to  trade 
and  to  the  community  at  large.  Banking-currency,  and 
with  it  the  whole  currency,  tends  to  rise  in  value ;  and 
ever  and  anon  the  measure  of  value  in  this  country  is 
altered  to  such  an  extent  as  to  produce  most  serious 
disasters.  During  the  last  dozen  years,  the  average 
charge  for  banking-currency  (i.e.,  the  bank-rate)  has 
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■been  increased  50  per  cent.  And  the  temporary  fluc- 
tuations are  far  more  serious.  Ever  and  anon  the  bank- 
rate  is  raised  upwards  of  100  per  cent  above  its  ordin- 
ary level ;  and,  as  a  natural  consec[uence,  prices  in  the 
great  produce-markets  fall  20  or  30  per  cent. 

Secondly,  as  to  Monopoly.  Even  if  the  amount  of 
banking-currency  be  not  fixed  (by  unwise  legislation), 
the  supply  of  it  will  not  be  regulated  by  the  natural  law 
of  supply  and  demand  if  the  right  to  issue  it  be  a  mono- 
poly, possessed  by  a  certain  bank  or  banks,  upon  whom 
no  check  is  imposed  to  prevent  an  abuse  of  their  privi- 
leges. The  banks  of  France  and  Belgium  have  a  mono- 
poly of  the  banking-currency  of  those  countries  ;  but  in 
both  of  these  cases  the  State,  while  conferring  a  mono- 
poly, has  imposed  a  check  upon  the  abuse  of  that 
monopoly.  These  banks  may  raise  the  rate  of  discount 
to  any  point  they  like,  but  they  are  not  allowed  to  profit 
by  any  increase  in  their  charges  beyond  the  limit  of  6 
per  cent.  If  these  banks  think  it  necessary  for  their 
security  to  raise  the  rate  to  7,  8,  or  10  per  cent,  they 
may  do  so :  but  they  can  gain  no  more  profit  than  if 
they  charged  6  per  cent.  They  are  not  permitted  to 
convert  their  difficulties  into  a  means  of  increasing  their 
profits.  If  a  monopoly  of  banking -currency  is  to  be 
established  at  all,  this  is  the  right  way  to  proceed.  In 
this  country,  on  the  other  hand,  the  supply  of  banking- 
currency,  instead  of  being  left  free  (as  in  aU  other  coun- 
tries) to  expand  with  the  growing  wants  of  the  commun- 
ity, is  restricted  to  a  certain  amount ;  and  at  the  same 
time  the  right  to  issue  it  is  a  monopoly,  against  the  abuse 
of  which  no  precautions  of  any  kind  have  been  taken. 
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Such  a  system  is  alike  false  in  principle,  and  most 
injurious  in  practice.  When,  during  the  crisis  of  1866, 
the  Bank  of  England  obstinately  maintained  the  bank- 
rate,  the  minimum  charge  for  its  loans  and  discounts, 
at  10  per  cent,  the  other  great  banks  in  London 
openly  protested  against  this  exorbitant  charge, — not 
only  as  excessive,  but  as  tending  to  perpetuate  the 
crisis  and  aggravate  the  national  disaster.  In  this  view 
they  were  supported  by  the  Times  and  the  Economist, 
and  the  result  has  shown  that  they  were  right.  But 
those  great  banks  were  practically  powerless.  They 
are  not  allowed  to  issue  banking-currency.  They  have 
to  conduct  their  business  with  notes  of  the  Bank  of 
England.  And  so  the  Bank  went  on  its  own  way :  most 
profitably  to  itself,  however  disastrous  its  procedure  was 
to  the  community, — to  the  interests  of  trade  and  indus- 
try, to  the  general  wealth  of  the  country,  and  to  the 
employment  of  the  toUing  myriads  of  our  population. 

The  object  for  which  Banking  was  established  in  this 
country  was  twofold  : — To  convert  commercial  currency 
and  other  suitable  securities  into  general  currency,  in 
accordance  with  the  requirements  of  the  community; 
also,  and  chiefly,  to  issue  banking-currency  as  a  sub- 
stitute for  metallic  currency,  the  supply  of  which  had 
even  then  become  inadequate  for  the  ever-growing 
wants  of  the  country.  Banking  in  this  country — as 
afterwards  in  France,  America,  and  most  other  coun- 
tries— was  established  primarily,  we  might  say  solely, 
for  the  purpose  of  issuing  banking- currency,  or  notes 
convertible  into  specie  on  demand.  Deposit-banking 
was  almost  unknown.     It  was  as  banks  of  issue  that 
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the  Bank  of  England  and  the  Bank  of  Scotland  were 
established :  banks  of  issue  for  the  discount  of  biUs  and 
the  making  of  loans,  thereby  supplying  the  community 
with  currency  in  proportion  to  its  requirements.  Such, 
also,  was  the  object  for  which  the  Bank  of  Trance  was 
established ;  and  so  subordinate  even  yet  is  its  deposit- 
business,  that  that  great  and  most  successful  establish- 
ment is  little  else  than  a  grand  bank  of  issue,  supplying 
the  community  with  currency  in  accordance  with  their 
varying  requirements,  through  its  loan  and  discount 
business — i.e.,  in  exchange  for  biUs  and  other  readily 
negotiable  securities. 

Yet  nowadays,  in  this  country,  banks  are  regarded 
as  if  they  had  no  business  to  issue  promissory  notes 
at  all.  Every  other  branch  of  trade  is  allowed  to 
utilise  its  credit  in  this  way.  Notes  are  to  banks 
what  bills  are  to  the  rest  of  the  commimity.  What 
would  be  thought  if  the  Government  were  to  confer 
a  monopoly  of  the  right  to  issue  bills  upon  a  dozen 
commercial  firms,  and  were  to  prohibit  all  the  others 
from  doing  so?  The  result  would  be  that  the  privi- 
leged firms  would  make  use  of  their  monopoly  as  a 
means  of  iacreasing  their  gains,  howsoever  disastrous 
the  results  of  such  conduct  might  be  to  the  community 
— to  the  interests  of  Trade  and  the  rights  of  Labour. 

Free-trade  is  a  good  thing :  but  in  order  to  be  fuUy 
effective,  the  principle  must  be  applied  to  that  trade  of 
trades — to  the  trade  upon  which  aU  others  depend, — 
namely.  Banking.  At  present.  Free-trade,  even  in  its 
purely  Commercial  aspect,  is  robbed  of  its  due  develop- 
ment by  the  opposite  principle  of  Monopoly  and  Pro- 
tection which  vitiates  our  Monetary  system. 


XVII. 
POEEIGN  SYSTEMS    OF    BANKING 


The  monetary  system  of  the  United  Kingdom  is  alike 
anomalous  in  itself,  and  dissimilar  from  that  of  any 
other  conntry,  either  at  present  or  in  any  former  time. 
Before  considering  how  our  monetary  system  may  be 
improved,  and  brought  into  harniony  alike  with  the 
spirit  of  the  age  and  the  interests  of  trade  and  industry, 
it  may  be  instructive,  as  a  prelude,  to  exhibit  briefly 
the  various  modes  in  which  banking,  and  especially 
the  issue  of  banking-currency,  is  carried  on  in  other 
countries  than  our  own: — 

FRANCE. 

In  France  the  issue  of  bank-notes  is  a  monopoly, 
checked  by  the  same  law  which  establishes  it.  The 
Bank  of  France  may  issue  as  many  notes  as  it  finds  ex- 
pedient, but  it  is  not  allowed  to  make  a  profit  upon  such 
issues  above  a  certain  rate.    It  may  raise  its  charge  (the 
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Bank-rate)  to  any  height  it  may  think  necessary  for  its 
safety,  but  it  is  not  allowed  to  reap  any  profits  upon  its 
note-issues  above  6  per  cent.  This  legal  enactment  nulli- 
fies the  cardinal  fault  of  a  monopoly,  by  taking  from  the 
Bank  all  motive  for  raising  the  rate  for  the  mere  sake  of 
adding  to  its  profits.  All  profits  above  6  per  cent  are, 
for  the  present,  added  to  the  capital  of  the  Bank  of 
France  ;  so  that,  although  they  may  slightly  enhance  the 
price  of  the  Bank's  shares,  they  are  not  divisible  among 
the  shareholders.  But  this  is  merely  a  provisional 
arrangement ;  for  as  soon  as  the  capital  of  the  Bank  is 
considered  large  enough,  the  profits  above  6  per  cent  on 
the  issue  of  notes  will  thereafter  go  to  the  State. 

Thus  the  worst  feature  of  a  monopoly  is  avoided. 
Nevertheless,  the  prohibition  to  issue  notes  works  badly 
in  one  respect — namely,  it  prevents  Banldng  being  car- 
ried promptly  into  the  country  districts  and  small  towns, 
where  mere  deposit-banking  will  not  pay  (at  least  at  the 
outset),  but  where  (judging  from  the  experience  of  our 
own  country)  banks  would  be  readily  established,  if  they 
were  allowed  to  issue  notes. 

*  "  The  Bank  of  France,  although  possessed  of  a  mono- 
poly, is  not  a  purely  private  establishment,  like  the  Bank 
of  England,  whose  only  object  is  to  obtain  the  largest 
dividends  for  its  shareholders.  Practically  the  Bank  of 
France  is  kept  in  check  by  legislative  enactment,  and 
holds  itself  amenable  to  public  opinion,  and  to  the  in- 
terests of  the  State.    Nevertheless,  the  system  of  mono- 

*  The  following  paragraphs  in  regard  to  the  Banking  system  in 
France  are  extracted  from  my  Deposition  to  the  French  Government's 
Inquiry  into  Banking  and  Currency  in  March  1866. 
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poly,  whicla  is  so  rigidly  established  in  French  banking, 
is  bad — ^bad  not  merely  theoretically,  but  bad  in  its  prac- 
tical everyday  working.  The  system  is  not  favourable 
to  the  progress  and  development  of  the  country;  and 
every  year  the  system  will  become  less  adequate.  Even 
if  progress  were  not  the  law  of  the  world — even  if  France 
were  to  stand  stiU.  in  other  respects — it  would  be  advis- 
able to  alter  her  Banking- system.  But  France  will  not 
stand  still.  She  will  progress  in  the  future  as  she  has 
done  m  the  past.  And  with  a  view  to  this,  it  would  be 
well  to  introduce,  at  once  and  without  delay,  a  free  sys- 
tem of  banking.  The  note-circulation  of  the  Bank  of 
France  has  trebled  during  the  last  sixteen  years ;  what, 
then,  will  be  its  magnitude  by  the  end  of  the  century  ? 
Doubtless  the  cheque-system  will  ere  long  be  adopted 
extensively,  and  will  lessen  the  rate  at  which  the  note- 
circulation  is  at  present  increasing.  But  stUl,  independ- 
ently altogether  of  the  note-issues,  if  the  present  mono- 
poly be  maintained,  the  magnitude  of  the  Bank  will  be 
monstrous,  overpowering,  before  the  present  generation 
has  passed  away. 

"  It  were  wise,  then,  to  begin  at  once  a  system  of  free 
banking  in  France.  But  in  the  case  of  the  new  banks 
of  issue,  they  should  be  required  to  deposit  with  the 
State,  as  security  for  their  notes,  an  equal  amount  of 
Government  stock.  Such  a  security  would  give  confi- 
dence to  the  community,  and  would  thereby  help  to 
develop  the  system.  At  the  same  time,  such  a  system 
would  leave  the  Bank  of  France  unshorn  of  its  present 
prestige  and  power.  It  would  mitigate  the  overgrowth 
of  that  establishment,  which  otherwise  must  ensue  in 
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the  future ;  but  it  would  still  leave  quite  as  much  cen- 
tralisation in  the  BanHng-system  as  even  Frenchmen 
can  desire.  The  Bank  of  France  has  got  a  long  start, 
and  will  keep  it ;  hut  (to  borrow  a  simile  from  the  race- 
course) she  wUl  go  differently  and  better  when  she  finds 
she  has  not  got  aU  the  running  to  herself. 

"  As  long  as  the  monopoly  of  the  Bank  of  France  con- 
tinues, not  merely  legally  but  practically — that  is  to  say, 
until  the  new  banks  collectively  are  able  to  enter  into 
effective  competition  with  it — the  qualified  maximum  at 
present  imposed  upon  the  Bank's  rate  of  discount  ought 
unquestionably  to  be  maintained.  The  present  law  im- 
poses no  restriction  upon  the  Bank-rate;  the  Bank  is 
perfectly  free  to  charge  any  rate  which  may  be  necessary 
or  expedient  to  protect  its  interests ;  but  above  6  per 
cent  the  profits  are  not  to  go  into  the  pockets  of  the 
shareholders.  But  for  this  enactment,  the  Bank  (like 
all  other  privileged  banks)  would  seek  to  raise  the  rate 
exorbitantly,  not  as  a  precautionary  measure,  but  simply 
as  a  means  of  adding  to  its  profits.  The  difficulty  to 
which  a  bank  is  subjected  when  its  stock  of  specie  is 
diminished  is,  that  -it  is  less  able  than  usual  to  meet  its 
liability  to  pay  its  depositors  in  specie ;  and  it  is  a  novel 
idea  (comparatively  recently  adopted)  that  banks  should 
convert  this  difficulty  into  a  means  of  increasing  their 
profits.  Under  a  regime  of  freedom  of  issues,  the  State 
should  not  interfere,  and  the  rate  of  discount  should  be 
settled  by  the  natural  competition  among  the  banks 
themselves.  But  the  case  is  quite  different  under  a 
regime  of  monopoly.  The  Government  which  confers 
the  monopoly  is  bound  to  take  precautions  against  the 
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abuse  of  that  monopoly.  Every  privileged  bank  makes 
excuses  by  the  dozen — it  affects  apprehensions  of  all 
kinds  in  order  to  justify  it  in  charging  exorbitant  rates. 
At  the  same  time  such  privileged  banks — notably  the 
Bank  of  England — take  no  steps  to  provide  themselves 
with  specie.  They  simply  make  their  difficulties,  which 
they  do  not  stir  a  finger  to  obviate,  a  means  of  adding 
largely  to  their  gains  at  the  expense  of  the  community. 
Every  bank  is  eager  to  raise  the  rate  of  discount ;  at  the 
same  time  not  one  of  them,  if  it  can  avoid  doing  so,  will 
incur  the  cost  of  providing  itself  with  specie  when  more 
specie  is  required.  The  only  remedy  for  these  evils  is, 
to  subject  the  privileged  bank  to  an  eifective  compe- 
tition. And  until  the  new  banks  are  established,  and 
their  competition  becomes  efiective  (which  is  not  likely 
to  be  soon),  the  qualified  maximum  imposed  upon  the 
Bank  of  France  ought  to  be  maintained. 

"  Banking  in  France  is  still  very  much  circumscribed 
in  its  sphere  of  operations.  It  requires  to  be  extended 
into  all  parts  of  the  country.  And  the  new  banks  of 
issue  which  I  have  proposed  would  give  a  great  impulse 
to  this  extension.  At  present  there  are  hundreds  of  little 
towns  -n'here  it  would  not  pay  to  establish  a  bank  merely 
of  deposit.  In  such  places  a  large  amount  of  spare 
money  and  small  savings  lies  idle  in  the  hands  of  shop- 
keepers, farmers,  and  others :  it  is  just  so  much  reserve- 
wealth  withheld  from  the  general  store — from  the  reser- 
voir which  sets  in  motion  the  thousand  wheels  of  the 
national  industry.  But  as  soon  as  banking  is  introduced 
into  those  localities,  the  spare  money,  the  small  hoards 
of  the  district,  are  economised:  they  are  concentrated 
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in  bank,  and  thereafter  sent  to  where  they  are  wanted — 
to  the  great  centres  of  trade — to  the  money  market.  It 
may  be  said  that  all  this  may  be  done  without  the  help 
of  new  banks — by  the  Bank  of  France  itself.  The  Bank 
may  establish  branches  in  every  little  town  or  village  in 
France.  So  it  may ;  but  it  will  not.  It  is  not  worth  its 
while  to  do  so.  If  banking  is  to  be  introduced  into  those 
comparatively  poor  localities,  it  must  be  accomplished 
by  some  other  agency  than  that  of  the  Bank  of  France." 
It  may  be  added  that,  except  the  Bank  of  France, 
there  are  no  banks  in  France,  in  our  sense  of  the  word, 
— the  Banquiers,  of  whom  there  are  several  hundreds, 
being  equivalent  to  our  bill-discounters. 


BELGIUM. 

In  Belgium  the  banking-system  is  regulated  on  the 
same  principle  as  in  France.  It  is  a  regulated  monopoly. 
There  is  only  one  Bank  of  Issue ;  and,  as  in  France,  the 
privileged  bank  is  kept  in  check  by  legislative  enact- 
ment. The  only  difference  is,  that  in  Belgium  the  profits 
on  the  Bank's  issues  above  6  per  cent  go  directly  to  the 
State.  I  may  add  that,  as  Belgium  is  a  very  small  coim- 
try,  easily  reached  in  aU  parts  by  the  Central  Bank,  the 
evils  of  a  regulated  monopoly  are  even  less  than  in 
France.  In  fact,  practically,  there  are  no  evils  to  com- 
plain of  at  all. 
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HAMBURG. 

The  Bank  of  Hamburg,  one  of  the  oldest  in  Europe, 
is  simply  a  bank  of  deposit.  It  has  never  been  allowed 
to  issue  notes.  But  this  fact  is  not  only  no  safeguard 
against  monetary  crises,  but,  as  shown  in  1857,  it  tends 
greatly  to  intensify  such  a  calamity.  The  Bank's  credit 
on  that  occasion  was  perfect,  but  the  Bank  could  not 
supply  Currency,  which  at  that  time  was  in  unusual  de- 
mand. In  this  emergency  the  Municipality  (or  State) 
issued  State  Bonds ;  but  these,  being  for  large  sums,  and 
therefore  not  available  as  general  currency,  had  to  be 
taken  to  the  Bank  or  to  private  capitalists  for  discount — 
i.e.,  to  be  exchanged  into  general  currency:  and  the 
demand  for  money  was  so  great  that  the  banks  had  not 
the  means  of  doing  this.  At  last  the  Municipality  re- 
solved to  import  a  large  amount  of  silver  (the  only  cur- 
rency recognised  in  Hamburg),  by  getting  a  loan  from 
Austria ;  and  the  moment  the  first  instalment  of  this 
supply  of  Currency  arrived,  the  Panic  was  at  an  end.* 

The  Bank  of  Hamburg  is  the  only  existing  case  that 
can  be  given  (so  far  as  I  know)  of  a  Bank  purely  of 
Deposit,  and  without  the  use  of  Paper-money. 


THE  UlTITED  STATES. 

The  old  system  of  banking  (not  yet  entirely  displaced) 
in  the  United  States  was,  that  any  bank  might  issue 

*  For  further  details,  see  Appendix  to  my  Economy  of  Capital, 
pp.  442-443. 
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notes,  on  tlie  deposit  of  an  equal  amount  of  the  bonds 
or  securities  of  the  particular  State  in  wliich  it  was 
established.  The  new  system  of  the  "  National  Banks  " 
is  based  on  a  similar  principle, — the  difference  being 
this,  that  instead  of  local  State-bonds,  the  banks  must 
deposit  bonds  of  the  Central  or  National  Government ; 
and  upon  these  they  are  allowed  to  issue  notes  to 
nine-tenths  of  the  amount. 

At  present,  owing  to  the  recent  exigencies  of  the 
State,  convertibility  of  the  notes  into  specie  is  not 
required.  The  bank-notes  are  convertible  only  into 
Government  notes  (greenbacks).  But  this  is  regarded 
as  a  temporary  arrangement ;  and  ere  long  the  National 
Banks,  like  the  old  banks,  will  be  bound  to  convert  their 
notes  into  coin  on  demand. 

"Within  my  own  memory  and  observation,  especially 
during  the  crisis  of  1857  (every  phase  of  which  I 
observed  most  carefully),  the  old  system  of  banking  in 
the  United  States  worked  exceedingly  well.  In  1857, 
owing  to  the  panic-run  for  specie  in  payment  of  de- 
posits, all  the  banks  of  the  New  England  States,  New 
York,  and  Pennsylvania,  suspended  payment :  but,  even 
then,  their  notes  were  not  depreciated — they  circulated 
at  par  with  coin  as  before.  Indeed,  by  a  singular  con- 
juncture of  circumstances,  it  is  a  fact  that  at  one  time 
during  the  suspension  the  notes  of  those  banks  were 
actually  at  a  premium  compared  with  gold.* 

As  regards  the  New  System,  some  of  its  provisions 
are  inadequate  to  attain  a  proper  security  for  safe  bank- 

*  See  extract  from  City  articles  of  the  Times,  quoted  in  Economy  of 
Cafitcbl,  p.  294,  295. 
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ing,  and  would  be  qmte  inadmissible  in  this  country : 
nevertheless,  in  a  new  country  like  America,  with  its 
vast  undeveloped  resources,  it  is  considered  that  the 
risks  of  the  new  system  are  more  than  counterbalanced 
by  the  impetus  which  it  imparts  to  material  progress 
and  productive  industry. 

At  present,  when  there  is  a  movement  in  this  coun- 
try in  favour  of  the  State  taking  the  right  of  issue 
into  its  own  hands,  it  is  important  to  observe  the 
course  taken  in  this  matter  in  the  United  States.  By 
the  issue  of  greenbacks  the  Government  had  actually 
flooded  the  country  with  State-notes.  Therefore  all 
that  the  Government  had  to  do,  if  it  wished  to  adopt 
the  principle  of  a  State-issue,  was  to  declare  that  the 
banks  were  to  deal  with  those  notes  exclusively,  and  to 
issue  none  of  their  own.  But  the  American  Govern- 
ment has  done,  and  continues  to  do,  exactly  the  reverse. 
It  was  compelled  by  circumstances  to  issue  notes  of  its 
own — inconvertible,  as  all  State-notes  are,  or  tend  to 
become :  but  its  desire  is  to  withdraw  these  State-notes 
altogether,  and  to  allow  the  entire  note-issues  of  the 
country  to  be  supplied  by  the  banks. 

The  Banking-systems  thus  briefly  described  are  typi- 
cal. They  exemplify  the  system  of  Monopoly  of  Issue 
in  its  best  form,  as  in  France  and  Belgium;  of  Free- 
trade  in  Banking  (somewhat  recklessly  applied),  as  in 
America ;  and  lastly,  the  obsolete  system  of  mere  De- 
posit-banking and  metallic  currency,  as  in  the  case  of 
the  Bank  of  Hamburg. 

Of  these  three  systems,  that  of  the  Bank  of  Hamburg 
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is  totally  inadmissible  in  this  or  indeed  any  other  pro- 
gressive country :  it  is  as  much  a  relic  of  the  past  as  is 
the  skeleton  of  a  mammoth  or  a  mastodon.  The  system 
of  the  Bank  of  France — though  really  superior  in  prac- 
tical working  to  our  present  monetary  system — is  not 
likely  to  be  adopted  in  this  country,  owing  to  the  mag- 
nitude of  the  monopoly  which  it  involves.  The  only 
alternative,  then,  seems  to  lie  between  the  adoption  of 
a  free  system  of  Bank-issues,  guaranteed  by  a  deposit 
of  Government  securities, — and  the  creation  of  a  system 
of  convertible  State-issues,  for  which  there  as  yet  has 
been  no  precedent,  but  which  nevertheless  is  deserving 
of  consideration. 


XVIII. 
THE  STATE  AND  THE  CUMENCY 


There  is  much  tliat  is  alluring  in  the  proposal  that  the 
State  should  take  into  its  own  hands  the  issue  of  our 
paper-money.  It  seems  so  simple ;  it  also,  at  first  sight, 
seems  so  profitable  for  the  State.  If  banks  make  a 
profit  on  their  note-issues,  why  should  not  the  State  be 
able  to  do  the  same  ?  And  if  the  State  can  make  such 
a  profit,  why  should  it  not  do  so  ?  "We  need  hardly 
remark  that  proverbially  the  State  is  a  bad  man  of 
business ;  that  trade  is  alien  to  its  functions  ;  and  that 
many  a  business  which  is  profitable  in  private  hands, 
becomes  unprofitable  in  the  hands  of  a  Government. 
Still  less  need  we  observe,  as  a  question  of  principle, 
that  the  less  a  State  interferes  with  industry  the  better ; 
and  that  the  best  thing  for  a  Government  is  to  mind  its 
own  business — namely,  governing — and  to  leave  the 
community  to  mind  theirs.  Instead  of  dealing  with 
those  wider  views  of  the  matter,  let  us  look  at  the  more 
practical  points  of  the  case. 
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The  first  point  to  be  noted,  in  considering  the  pro- 
posal for  a  State-issue  of  paper- money,  is  the  experience 
of  the  practical  working  of  such  a  system  in  cases  where 
it  has  been  already  tried.  Our  own  country  furnishes 
no  examples  of  this  kind,  but  they  are  plentiful  enough 
in  the  history  of  other  countries.  From  the  days  of  the 
Venetian  Eepublic — not  to  go  back  to  Eome  during  its 
critical  war  with  Carthage — down  to  the  present  hour, 
the  system  of  a  State-issue  of  paper-money  has  been 
repeatedly  and  extensively  adopted.  But  in  all  those 
cases  it  has  been  an  exceptional  measure, — always  ex- 
ceptional in  its  causes,  and  generally  brief  in  its  dura- 
tion. It  has  never  been  long  maintained  except  in 
countries  like  Eussia  and  Austria,  where  the  indebted- 
ness of  the  State — or,  in  other  words,  a  deficit  of  the 
revenue  compared  with  the  expenditure — is  a  chronic 
condition  of  afi'airs.  In  the  War  of  American  Independ- 
ence against  this  country,  the  belligerent  States  issued 
paper-currency  as  the  only  means  by  which  they  could 
sustain  the  conflict.  A  few  years  afterwards  the  same 
system  was  adopted  by  Prance  during  her  Eevolution 
— in  the  form  of  Assignats,  or  paper-money  issued  on 
the  security  of  the  old  Crown  lands.  In  both  of  these 
cases  the  notes  thus  issued  became  rapidly  so  depre- 
ciated as  almost  to  be  worthless.  In  1796,  assignats  of 
the  nominal  value  of  £40  barely  sufSced  to  pay  for  a 
five-shiUing  dinner.  The  depreciation  of  the  American 
State-notes  was  equally  great.  Since  then  various 
Governments  of  Europe  have  had  recourse  to  an  issue 
of  State-notes,  in  every  case  from  the  same  causes,  and 
with  a  more  or  less  similar  result.     During  the  recent 
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civil  war  in  the  United  States  both  the  Federal  and  the 
Confederate  Governments  had  recourse  to  the  same 
system ;  the  result  being  that,  in  the  case  of  the  South- 
ern States,  the  State-notes  became  almost  worthless ; 
and  in  the  case  of  the  successful  Northern  States,  the 
notes  became  depreciated  during  the  conflict  150  per 
cent,  and  even  now  they  are  still  30  per  cent  below  par. 
A  hundred  dollars  in  specie  are  equal  in  value  to  130 
dollars  in  greenbacks.  In  fact,  in  every  instance  of 
which  we  have  as  yet  had  experience,  a  State-issue  of 
notes  has  been  simply  a  forced  loan  in  disguise :  just  as 
it  was  (to  take  the  most  recent  instance)  in  Italy  during 
the  war  with  Austria  in  1866.  Hitherto  the  system  has 
never  been  adopted  by  any  Government  save  as  a  means 
of  meeting  an  inexorable  necessity— as  a  means  of  tid- 
ing over  a  grand  national  emergency.  It  has  been 
adopted  simply  as  a  means  of  enabling  the  Government 
to  expend  more  money  than  it  received,  or  could  obtain 
by  any  means,  from  the  community.  A  deficit  of  re- 
venue, compared  to  expenditure,  has  not  hitherto  been 
regarded  by  any  Government  as  a  sufficient  reason  for 
adopting  a  State-issue  of  notes :  as  long  as  a  Govern- 
ment could  obtain  a  loan,  either  from  its  own  subjects 
or  from  other  countries,  it  has  abstained  from  having 
recourse  to  this  extreme  measure.  It  is  only  when 
taxation  has  been  pushed  to  an  extreme,  and  when 
even  loans  are  unprocurable,  that  Governments  have 
adopted  the  system  of  issuing  State-notes;  and  as  a 
natural  consequence,  they  have  at  the  same  time  found 
it  necessary  to  give  a  forced  circulation  to  those  notes, 
by  making  them  a  legal  tender,  not  only  in  payments 
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to  itseK  in  the  form  of  loans  and  taxes,  but  also  as 
between  man  and  man. 

These  facts  cannot  be  put  out  of  sight.  Every  issue 
of  State -notes  either  is  from  the  outset  depreciated, 
compared  with  the  value  in  specie  which  they  purport 
to  represent,  or  it  tends  to  become  so.  Of  course  this 
does  not  settle  the  question.  Although  State -notes 
have  become  rapidly,  and  in  most  cases  enormously  de- 
preciated, in  every  instance  in  which  they  have  been 
adopted  in  other  countries,  it  does  not  follow  that  a  like 
result  would  follow  the  adoption  of  such  a  system  in 
our  own  country.  It  may  be  argued  that  if  our  Govern- 
ment, even  during  the  exigencies  of  the  terrible  war 
with  Napoleon  I.,  never  had  recoiirse  to  an  issue  of 
State-notes,  it  is  in  the  highest  degree  improbable  that, 
if  such  a  system  were  normally  established,  our  Govern- 
ment would  ever  so  use  its  power  of  issuing  paper- 
money  as  to  lead  to  a  depreciation  of  the  currency. 
ISTevertheless,  if  there  had  been  an  established  system  of 
State-notes  in  1797 — if  the  Government  had  then  pos- 
sessed the  power  to  issue  notes  of  its  own — we  think  it 
would  not  have  hesitated  to  use  those  notes  in  partial 
payment  of  its  expenditure.  It  is  one  thing  for  a 
Government  to  ask  power  to  issue  notes  of  its  own,  it 
is  a  very  much  easier  thing  to  apply  or  misapply  that 
power  when  already  conferred  upon  it. 

It  may  be  said — The  Government  in  1797  authorised 
the  banks  of  the  country  to  suspend  cash-payments: 
how  would  things  have  been  worse  if  it  had  issued  in- 
convertible notes  of  its  own  ?  We  reply,  the  difference 
would  have  been  immense.     The  two  operations  are 
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totally  dissimilar.  In  both  cases,  it  is  true,  the  safe- 
guard against  over-issues  and  depreciation  of  the  cur- 
rency which  "  convertibility  "  supplies  would  be  tem- 
porarily removed ;  but  the  tendency  to  over-issue  in  the 
two  cases  would  not  be  alike.  An  issue  of  State-notes 
is  regulated  not  by  the  monetary  requirements  of  the 
community,  but  by  the  exigencies  of  the  Government. 
The  Government  expenditure  in  such  a  case  is  made  in 
inconvertible  notes,  and  there  is  no  efficient  or  self-act- 
ing check  upon  such  issues,  so  that  they  may  be  con- 
tinued until  a  great  depreciation  of  the  currency  ensues. 
On  the  other  hand,  a  temporarily  inconvertible  bank- 
ing-currency is  not,  or  at  least  is  much  less,  prone  to 
over-issue  and  depreciation.  And  for  these  reasons :  1. 
Banking-currency  of  any  kind  can  only  be  issued  in 
answer  to  the  demands  of  the  community.  It  can  only 
be  issued  in  the  form  of  discounts  and  loans  upon  which 
the  bank-rate  is  charged,  and  no  man  will  pay  interest 
for  money  which  he  does  not  need.  2.  The  only  way 
in  which  banks  can  in  this  way  get  out  a  larger  issue  of 
notes  than  usual  is  by  reducing  the  rate  of  discount — 
thereby  inducing  the  community  to  apply  for  more  dis- 
counts and  advances  than  it  would  otherwise  do.  But 
no  bank  is  willing  to  reduce  the  profit  on  its  business, 
and  it  is  always  most  profitable  for  a  bank  to  keep  its 
charge  at  the  highest  possible  amount.  For  example, 
say  that  a  bank  has  a  discount-business  of  ten  millions, 
and  charges  thereon  5  per  cent :  if  it  reduces  its  charge 
even  1  per  cent,  it  will  require  to  increase  the  amount 
of  its  discount-business  25  per  cent  before  it  can  recover 
its  former  amount  of  profits.     Hence,  even  when  tem- 
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porarily  exempted  from  the  duty  of  paying  their  notes 
in  specie,  banks  have  no  motive  for  increasing  their 
issues  beyond  the  natural  requirements  of  the  public : 
that  is  to  say,  they  have  no  motive  for  making  the  cur- 
rency redundant  and  depreciated,  seeing  that  this  can 
only  be  done  by  an  undue  reduction  of  the  bank-rate, 
or,  in  other  words,  of  the  amount  of  their  own  proiits. 

The  idea  of  a  State  Bank  of  Issue  probably  floated 
dimly  and  vaguely,  as  an  object  of  the  future,  before  the 
late  Sir  E.  Peel  when  he  framed  the  Acts  of  1844-5  ; 
and  of  late  years  it  has  frequently  been  proposed  in  a 
crude  form,  in  pamphlets,  without  any  definite  plan  for 
the  practical  working  of  such  an  establishment.  A  year 
ago,  in  the  debate  occasioned  by  the  great  crisis  of  May 
1866,  Mr  Gladstone  seems  to  have  adopted  the  idea,  as 
a  remedy  for  the  existing  defects  of  our  present  mone- 
tary system.  He  said  briefly,  but  emphatically — "  The 
profit  of  issues  [banking  issues  or  notes]  belongs  to  the 
State ;  and  what  is  much  more  important  than  the 
profit,  the  responsibility  of  issues  also  belongs  to  the 
State."  Here,  then,  we  have  two  distinct  propositions : 
let  us  consider  them  in  succession. 

In  making  these  statements,  Mr  Gladstone  oflFered  no 
proofs  or  arguments  in  their  support.  And  it  must  be 
admitted,  as  regards  his  first  proposition — namely,  that 
the  profit  on  bank-notes  should  belong  to  the  State — 
that,  prima  facie,  the  conclusion  is  quite  the  other  way. 
In  the  first  place,  as  a  matter  of  fact,  there  is  no  country 
in  the  world  in  which,  either  at  present  or  at  any  time, 
it  has  been  held  that  the  profit  on  banking-currency 
belongs  to  the  State.     And  secondly,  as  a  matter  of 
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opinion,  one  would  naturally  think  that  the  profit  on 
the  issue  of  such  promissory  notes  should  belong  to  the 
establishments  which  issue  them  at  their  own  risk,  and 
which  have  to  keep  a  stock  of  gold  requisite  to  insure 
the  convertibility  of  those  notes. 

Bank-notes  are  a  kind  of  general  currency  which 
banks  issue  in  exchange  for  commercial  currency  (bills) 
and  other  property  of  a  readUy  negotiable  character. 
And  banks  must  have  a  profit  on  this  kind  of  business, 
otherwise  they  wiU  not  carry  it  on.  They  have  first  to 
get  a  return  for  their  paid-up  capital,  or  such  portion  of 
it  as  is  needed  as  a  guarantee  for  the  notes  which  they 
issue.  Secondly,  they  keep  up  a  special  department 
for  the  issue  of  notes, — which  of  course  costs  money. 
Thirdly,  they  have  to  iacur  the  risk  of  some  of  the  secu- 
rities, in  exchange  for  which  they  issue  their  notes,  prov- 
ing bad, — in  which  case  they  must  bear  the  loss.  And 
lastly,  they  must  at  all  times  keep  in  hand  a  stock  of 
gold  (which  yields  no  interest)  to  give  in  exchange  for 
their  notes  on  demand.  In  these  various  ways,  the  issue 
of  notes  entails  risk,  and  moreover  constitutes  a  pretty 
heavy  expense  to  banks.  It  is  easy  to  see,  then,  why 
the  profits  on  banking-currency  should  go  to  the  banks 
which  issue  it, — as  is,  and  ever  has  been,  the  custom 
in  every  country  where  banking-currency  exists;  and 
accordingly  the  onus  of  proving  the  correctness  of  the 
opposite  opinion — namely,  that  "the  profit  of  note- 
issues  should  belong  to  the  State  "—lies  entirely  with 
those  who  advance  it. 

The  matter  resolves  itself  into  (1)  an  abstract  ques- 
tion of  right,  and  (2)  a  practical  question  of  public 
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advantage,  or  cui  bono  ?  As  regards  the  question  of 
right,  the  leading  principle  may  be  safely  laid  down. 
The  State  may  impose  a  tax  on  bank-notes  on  the  same 
principle  on  which  all  other  taxes  are  imposed, — 
namely,  as  a  means  of  raising  revenue  from  classes  or 
persons  who  otherwise  would  not  bear  their  fair  share  of 
the  public  burdens.  Bank-notes  may  be  taxed  just  as 
bank-cheques  and  commercial  bills  are  taxed,  or  as  any 
other  media  of  transferring  wealth  are  taxed.  But  not 
otherwise.  The  State  has  no  more  right  at  present  to 
the  profit  upon  bank-notes  than  it  has  to  the  profit  upon 
commercial  bills.  In  truth,  it  has  no  more  right  to 
appropriate  the  profit  upon  the  issue  of  banking-cur- 
rency than  it  has  to  appropriate  the  profit  upon  any 
other  kind  of  business  which  it  does  not  itself  carry  on. 
It  may  be  said  that  the  State  has  a  right  to  levy  a 
seigneurage  upon  the  legal  money  of  the  realm.  But 
this  argument  is  partly  invalidated  by  the  practice  of 
this  country ;  and  what  is  more,  it  is  quite  inapplicable 
to  the  present  question.  1.  As  a  matter  of  fact,  such  a 
system  has  been  repudiated  in  this  and  most  other 
countries.  In  England,  the  State  does  not  only  levy 
no  seigneurage  upon  the  coinage,  but  it  does  not  even 
charge  for  the  cost  which  it  incurs  in  coining.  A  costly 
establishment  is  kept  up  for  the  purpose  of  doing  all  the 
coining  gratis.  Any  person  may  take  any  amount  of 
gold  to  the  Mint,  and  he  wiU  get  it  turned  into  coia  of 
the  realm  free  of  charge — i.  e.,  at  the  expense  of  the 
State.  2.  Moreover,  to  levy  a  seigneurage  upon  money 
is  justifiable  only  when  the  State  agrees  to  receive  that 
money  at  all  times  and  indefeasibly  in  payment  of  taxes. 
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&c. ;  and  also  when,  by  making  that  money  a  legal  tender 
under  all  circumstances,  it  enforces  its  acceptance  upon 
the  community  at  large.  It  is  needless  to  say  that  the 
State  does  not  do  this  in  the  case  of  bank-notes. 
Although  there  are  fully  200  banks  of  issue  in  the 
kingdom,  there  is  only  one  of  those  banks  whose  notes 
are  in  any  degree  a  legal  tender ;  and  even  in  this  case 
(that  of  the  Bank  of  England)  the  "  legal  tender  "  cha- 
racter of  the  notes,  besides  being  restricted  to  England, 
is  not  indefeasible, — the  notes  being  liable  to  become 
worthless,  like  those  of  other  banks,  the  moment  the 
Bank  of  England  faUs  to  convert  them  into  gold  on 
demand. 

Next,  let  us  consider  the  practical  question :  What 
benefit  would  accrue  to  the  community  if  the  State  were 
to  appropriate  to  itself  the  profit  upon  the  issue  of  bank- 
notes ?  If  such  a  change  were  made,  what  good  would 
it  do  ?     Or  would  it  do  any  good  at  aU  ? 

Every  tax  imposed  upon  the  banks  is  a  burden  which 
they  at  once  shift  on  to  the  shoulders  of  their  customers 
— in  other  words,  the  community.  If  the  State  were  to 
levy  a  million  a-year  from  the  banks,  there  would  and 
could  be  no  gain ;  for  the  community  would  have  to  pay 
the  amount  in  additional  charges  for  banking-accommo- 
dation. Moreover — and  this  is  the  important  point — 
this  burden,  when  so  shifted,  becomes  vastly  augmented. 
As  with  a  hydraulic  press,  an  ounce  of  weight  placed 
upon  the  small  end  is  transmuted  into  a  hundredfold 
pressure  upon  the  broad  end ;  so  is  every  burden  laid 
upon  banks  converted  into  a  vastly  greater  burden  upon 
the  community.     The  increased  charge  exacted  from  the 
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public  may  simply  compensate  the  banks  for  the  State- 
tax  imposed  upon  them ;  but  this  recouping  necessarily 
takes  place  in  such  a  way  as  enormously  to  aggravate 
the  burden  when  so  transferred  to  the  shoulders  of  the 
community.  The  banks  raise  their  charges  in  various 
ways ;  partly  by  paying  less  interest  on  deposits,  and 
partly  by  declining  to  keep  their  customers'  accounts  on 
the  same  terms  as  before;  but  chiefly  by  raising  the 
bank-rate, — i.  e.,  the  charge  which  they  make  upon  their 
discounts  and  loans.  Now,  what  is  the  effect  of  such  a 
rise  of  the  bank-rate?  When  the  rate  of  discount  is 
raised  to  a  high  point,  the  effect  is,  not  only  to  give  to 
the  banks  a  proportionately  larger  share  of  the  profits 
of  trade  and  industry  of  all  kinds,  but  also  to  depress 
prices :  so  that  a  trader  has  not  only  to  pay  much  more 
for  his  customary  banking-accommodation  (i.  e.,  for  the 
discount  of  the  bills  by  which  trade  is  carried  on),  but 
his  produce  or  stock  of  goods  is  simultaneously  depreci- 
ated by  the  fall  of  prices  which  in  such  cases  takes 
place.  Thus,  to  take  an  extreme  case,  say  that  the  bank- 
rate  is  raised  from  5  to  10  per  cent :  then,  although  the 
banks  receive  only  5  per  cent  more  on  their  transac- 
tions, although  they  take  only  (if  we  can  say  "  only"  in 
such  a  case)  5  per  cent  more  of  the  profits  of  trade,  the 
commercial  classes  lose,  in  addition,  20  or  30  per  cent 
on  the  sale  of  their  goods,  owing  to  the  concomitant 
depression  of  the  markets.  Moreover,  when  the  bank- 
rate  is  raised  to  this  high  point,  bills  (the  ordinary  cur- 
rency of  wholesale  trade)  fall  into  disrepute,  because 
commercial  credit  is  shaken  by  the  fall  of  prices  ;  so  that 
the  bills  of  many  traders  are  no  longer  accepted  in  pay- 
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ment;  and,  in  consequence,  many  of  those  firms 
(although  essentially  solvent),  being  deprived  of  the 
ordinary  means  of  carrying  on  their  business,  are  forced 
to  suspend. 

Thus  the  effect  of  a  rise  of  the  bank-rate  from  5  to  10 
per  cent  is  not  merely  an  appropriation  by  the  banks  of 
5  per  cent  more  than  usual  of  the  profits  of  trade :  it 
entails  simultaneously  upon  the  trading  and  producing 
classes  a  further  loss  of  20  or  30  per  cent  on  the  sale  of 
their  goods ;  and  also  by  bringing  the  ordinary  currency 
of  trade  {i.e.,  bills)  into  disrepute,  it  deprives  many 
firms  of  the  means  of  carrying  on  business,  and  forces 
them  into  the  Gazette.  This  is  the  effect  of  a  high  bank- 
rate  upon  the  commercial  and  manufacturing  classes ; 
and  upon  the  lower  classes  the  effect  is  equally  disas- 
trous. The  contraction  of  trade  occasioned  by  a  high 
bank-rate  throws  a  large  portion  of  the  working  classes 
out  of  employment, — entailing  unmerited  suffering  upon 
thousands  of  industrious  families,  and  also  adding  heavUy 
to  the  poor-rates.  Banks  at  such  times  get  5  per  cent 
more  than  usual  upon  their  discounts  and  advances ; 
but,  in  consequence,  a  large  portion  of  the  trading- 
classes  lose  25  or  30  per  cent.  Trade  collapses,  poor- 
rates  increase,  the  national  prosperity  is  checked,  and 
all  this  is  accompanied  by  a  great  amount  of  individual 
suffering  and  distress,  alike  in  the  middle  and  the 
lower  classes. 

Although  the  above  is  an  extreme  case,  it  correctly 
describes  the  effects  of  a  rise  in  the  bank-rate :  and  it  is 
by  a  rise  of  the  bank-rate,  chiefly,  that  banks  must  seek 
to  compensate  themselves  for  any  heavy  tax  imposed 
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upon  them  by  the  State.  Indeed,  it  is  no  exaggeration 
to  say  that  for  every  gain  made  in  this  way  by  the 
State,  it  would  be  better  for  the  commimity  to  pay 
twenty  times  as  much  in  the  shape  of  ordinary  taxation. 
Hence,  if  a  heavy  State-tax  upon  the  note-issues  of 
banks  be  a  positive  detriment  to  the  community,  the 
actual  appropriation  by  the  State  of  all  the  profit  on 
such  bank-issues  would  obviously  be  still  more  detri- 
mental. 

But  although  it  be  neither  justifiable  as  a  question  of 
right,  nor  advantageous  for  the  common  weal,  that  the 
State  should  appropriate  the  profit  upon  the  present 
issue  of  currency  by  the  banks,  it  is  perfectly  justifiable 
for  the  State  to  take  such  issues  into  its  own  hands ;  or, 
to  speak  correctly,  to  cause  the  present  note-circulation 
of  the  banks  to  be  withdrawn,  and  to  replace  it  by  a 
State-issue  of  paper-money,  convertible,  like  the  present 
bank-notes,  into  specie  on  demand.  And  this,  we  may 
presume,  is  what  Mr  Gladstone  had  in  view  when  he 
made  his  remarkable  statement  last  year — namely,  that 
"  the  profit  of  note-issues  belongs  to  the  State ;  and  what 
is  much  more  important  than  the  profit,  the  responsi- 
bility of  such  issues  also  belongs  to  the  State."  The 
first  clause  of  the  sentence  is  obviously  untenable  of 
itself;  but,  liberally  construed,  the  meaning  of  the 
whole  statement  may  be  taken  to  be,  that  the  State 
itself  ought  to  become  the  fountain  of  paper-currency, — 
assuming  the  cost  and  responsibility  of  the  issue  of 
notes,  and  thereby  entitling  itself  to  the  profit  that  may 
accrue  from  such  issues. 

This  is  a  proposal  quite  intelligible  in  itself,  and  also 
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perfectly  justifiable  in  principle.  The  only  question, 
and  a  most  important  one,  to  wMch  it  fairly  gives  rise 
is :  How  would  such  a  system  work  ?  What  would  be 
its  practical  effects  ?  And  would  those  effects  be  advan- 
tageous to  the  community  ? 

The  object  of  the  proposed  change,  it  is  almost  need- 
less to  say,  is  simply  to  place  the  paper-currency  or 
note-circulation  of  the  country  on  an  improved  footing, 
with  the  double  view  of  increasing  its  validity,  and  of 
freeing  its  issue  from  the  invidious  influences  of  private 
interest  which  at  present  affect  it.  We  shall  endeavour 
briefly  and  clearly  to  exhibit  the  advantages  of  such  a 
system,  as  well  as  the  objections  which  may  be  taken 
to  it. 

Apart  from  the  anomalous  system  which  at  present 
exists  in  this  country,  the  defects  of  which  we  have 
shown  in  a  previous  chapter,*  there  are  three  distinct 
forms  in  which  a  paper-currency  can  be  established. 

1.  By  a  plurality  of  banks,  all  equal  in  the  eye  of  the 
law,  and  conducting  their  operations  (like  all  other 
trades)  on  the  principle  of  freedom  and  competition. 

2.  By  a  single  bank  of  issue,  upon  which  the  State  has 
conferred  a  monopoly, — subject  to  certain  conditions, 
which  ought  to  be  designed  not  only  to  secuje  the  con- 
vertibility of  the  notes,  but  also  to  prevent  the  abuse  of 
the  special  privilege  conferred  upon  the  Bank.  3.  As 
issued  directly  by  the  State, — the  State  taking  upon  itself 
the  cost  and  responsibility  connected  with  the  business, 
and  also  acquiring  any  profits  which  may  arise  from  it. 

-In  deciding  which  of  these  systems  is  the  best,  there 
*  See  Chapters  XIV.,  XV.,  and  XVI. 
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are  two  main  points  to  be  kept  in  view.  Firstly,  the 
Validity  of  the  Note :  that  is  to  say,  the  constant  ac- 
ceptibility  of  the  paper -money  of  the  country  as  a 
valid  tender  in  payments  and  aR  transfers  of  wealth. 
Secondly,  the  Steadiness  in  Value  of  the  currency — the 
measure  of  value,  in  which  all  contracts  are  made, 
and  by  which  trade  of  aU  kinds  is  carried  on ;  so  that 
when  a  man  engages  to  pay  a  certain  sum  of  money, 
that  sum,  when  the  time  of  payment  arrives,  shall  pos- 
sess neither  more  nor  less  value  (as  measured  by  the 
amount  of  property  or  labour  which  it  can  purchase) 
than  it  possessed  at  the  time  when  the  contract  was 
made.  A  perfect  system  of  currency  ought  to  attain 
both  of  these  objects  fully.  And  the  best  system  is 
that  which  attains  both  in  the  greatest  degree. 

But  as  is  obvious,  these  two  rec[uisites  of  a  perfect 
currency-system  do  not  necessarily  go  hand-in-hand. 
Each  rests  upon  a  separate  basis.  A  currency  may  be 
made  a  valid  tender,  yet  be  subject  to  great  fluctuations 
in  value.  "  Validity  "  may  be  secured  either  naturally, 
by  the  convertibility  of  the  notes  into  specie  on  demand ; 
or  artificially,  by  the  State  rendering  acceptance  of  the 
notes  compulsory  upon  the  community.  But  neither  of 
these  methods  constitutes  any  security  for  Steadiness  of 
Value  in  the  currency :  for,  in  the  first  case,  the  value 
of  the  currency  may  be  greatly  raised  at  times  when  an 
export  of  specie  takes  place,  or  when  from  any  cause 
specie  is  in  greater  demand  than  usual ;  and,  in  the 
second  case,  the  value  of  the  currency  may  be  greatly 
depreciated  by  an  over-issue  of  notes,  although  the  notes 
remain  a  legal  tender  as  before.    In  neither  case  is  there 
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any  security  that  the  notes  shall  constantly  possess  the 
same  purchasing  power.  In  order  to  keep  steady  the 
measure  of  value  {i.e.,  the  purchasing  power  of  the  cur- 
rency) two  points  must  be  attended  to.  1.  The  currency 
must  not  be  liable  to  increase  while  the  monetary  re- 
quirements of  the  community  remain  stationary,  other- 
wise the  value  of  the  currency  wiU  be  diminished.  2. 
The  amount  of  the  currency  must  not  remain  stationary 
when  the  monetary  requirements  of  the  community  are 
from  any  cause  increased,  otherwise  the  value  of  the 
currency  will  be  raised.  In  order  to  insure  steadiness 
of  the  measure  of  value,  the  amount  of  the  currency  and 
the  monetary  requirements  of  the  community  must 
always  be  commensurate,  the  currency  increasing  or 
diminishing  in  quantity  in  accordance  with  the  natural 
law  of  supply  and  demand. 

Let  us  apply  those  tests  to  the  three  systems  of 
issuing  paper-currency  above-mentioned. 

Firstly,  as  regards  the  question  between  Plurality  of 
Issue  and  a  Single  Bank  of  Issue : — Plurality  of  Issue 
— that  is  to  say,  a  system  under  which  the  issue  of 
notes  is  not  confined  to  a  single  bank — does  not  of 
itself  afford  any  seciirity  for  "  validity."  Neither  does 
the  system  of  a  Single  Bank  of  Issue,  although  in  this 
case  the  end  may  be  attained  more  easily  than  in  the 
former.  All  depends  upon  the  conditions  attached  to 
the  power  of  issue.  But  a  system  of  plurality  of  issues 
insures  steadiaess  of  the  measure  of  value  much  more 
fully  than  the  system  of  a  single  bank  of  issue ;  for  in 
the  former  case  there  is  competition,  which  enables 
the  law  of  supply  and  demand  to  operate  in  a  normal 
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manner, — whereas  in  the  latter  case  there  is  a  monopoly, 
which  tempts  the  privileged  bank  at  times  to  keep  the 
supply  of  currency  below  the  requirements  of  the  com- 
munity, in  order  to  obtain  a  higher  price  for  it — a 
greater  profit  upon  the  issue  of  it. 

E"ext,  as  regards  an  issue  of  State-notes.  Such  a 
system  entirely  secures  the  validity  of  the  notes — be- 
cause a  State  always,  and  naturally,  makes  its  notes  a 
legal  tender :  but  whether  or  not  the  steadiness  of  the 
measure  of  value  is  maintained  depends  upon  the  prin- 
ciple adopted  in  the  issue  of  those  State -notes.  A 
State-currency,  in  short,  insures  in  the  most  perfect 
manner  the  validity  of  the  note, — the  notes  being  made 
a  legal  tender  by  Act  of  Parliament  or  by  an  Imperial 
decree;  but  it  does  not  insure  that  the  value  of  the 
currency,  relatively  to  goods  and  other  kinds  of  pro- 
perty, shall  be  always  the  same. 

It  is  almost  superfluous  to  say  that  if  State-notes  are 
issued  simply  in  the  form  of  Government  expenditure, 
there  is  no  security  whatever  for  the  steadiness  of  the 
measure  of  value.  The  monetary  requirements  of  a  com- 
munity are  dependent  partly  upon  the  amount  of  taxa-  ^ 
tion,  but  mainly  upon  the  condition  of  trade.  And  the 
monetary  requirements  of  trade  and  the  amount  of  Gov- 
ernment taxation  are  not  mutually  dependent:  so  that  a 
currency-system  which  is  regulated  by  the  latter  only, 
cannot  be  adjusted  for  both.  It  is  possible  to  conceive 
that  a  State -currency,  limited  by  the  amount  of  the 
Government  expenditure,  might  be  inadequate  to  the 
varying  monetary  requirements  of  the  community, — 
there  being  no  provision,  imder  such  a  system,  for  an 
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enlargement  of  the  issues  when  an  increase  occurs  in 
the  requirements  of  the  public.  But  as  a  matter  of  fact, 
the  special  defect  of  a  State-currency  is  of  an  opposite 
kind — namely,  its  liabUity  to  excess. 

For  example,  in  exceptional  times — as  in  time  of  war 
— a  Government  may  not  be  able  to  cover  all  its  expen- 
diture by  means  of  taxation.  It  must  have  recourse  to 
loans.  And  it  is  quite  reasonable  that,  in  the  life  of  a 
nation,  the  exceptional  seasons  of  war  should  borrow 
from  the  normal  seasons  of  peace ;  just  as  a  merchant 
in  bad  years  must  have  recourse  to  a  portion  of  the  pro- 
fits which  he  makes  in  ordinary  times,  and  may  even 
forestall,  to  some  extent,  the  profits  which  he  may  rea- 
sonably reckon  upon  in  the  future.  But  when  a  Gov- 
ernment has  free  power  to  issue  currency,  instead  of 
contracting  loans,  it  has  every  inducement  to  meet  its 
extra  expenditure  by  means  of  an  increased  issue  of  its 
notes  :  for  in  this  way  the  Government  obtains  the  re- 
quired sum  without  any  difficulty,  and  also  without 
having  to  pay  interest  for  it. 

It  is  true  that  if  this  increased  issue  of  State-notes 
were  accompanied  by  an  equal  increase  in  the  monetary 
requirements  of  the  country,  no  depreciation  of  the  cur- 
rency would  take  place :  in  which  case  the  result  would 
be  a  pure  gain  alike  to  the  Government  and  to  the  com- 
munity. And  doubtless  an  increase  in  the  monetary 
requirements  of  the  country  generally  does,  to  some 
extent,  take  place  in  such  exceptional  times  as  during  a 
war  :  the  very  increase  of  the  Government  expenditure 
of  itself  occasioning  an  increased  requirement  for  cur- 
rency, in  which  the  State -payments  must  be  made. 
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Supposing  that  the  general  trade  of  the  country  be  not 
diminished  (and  sometimes  it  is  not)  by  the  occurrence 
of  war,  then  the  war  itself,  by  creating  a  new  branch  of 
trade,  augments  the  monetary  requirements  of  the  com- 
munity, and  tends  to  absorb  the  extra  issues  of  State- 
notes.  Nevertheless,  howsoever  this  cause  may  lessen 
the  depreciation  of  the  currency  which  naturally  ensues 
from  an  extra  issue  of  paper-money  by  the  State  (in  lieu 
of  contracting  loans),  it  is  very  rarely,  if  ever,  so  potent 
as  to  prevent  such  a  depreciation  of  the  measure  of  value. 

This  constitutes  a  serious  objection  to  a  State-cur- 
rency,— to  a  note-circulation  of  which  the  issue  is  in 
the  hands  of  the  Government.  It  is  true  that  the  com- 
munity may  actually  lose  no  more  (in  the  end  it  fre- 
quently loses  less)  from  an  over-issue  of  State-currency 
than  if  loans  to  the  same  amount  were  contracted ;  but 
the  indirect  effects  of  such  an  operation  are  exceedingly 
detrimental.  The  alteration  and  frequent  fluctuations 
of  the  measure  of  value  inflict  great  hardship  upon  indi- 
viduals,— creditors  losing  and  debtors  gaining,  and  all 
contracts  being  vitiated.  And  when  such  a  system  of 
State-issues  is  carried  to  the  length  to  which  it  has 
recently  been  carried  in  the  United  States,  a  widespread 
spirit  of  gambling  is  generated,  which  is  inimical  to  the 
interests  of  honest  industry,  and  demoralising  in  its 
effects  upon  the  community  at  large. 

But  if  not  issued  in  this  form — namely,  as  regu- 
lated in  amount  by  the  Government  expenditure,  and 
practically  "inconvertible"  (which  is  the  only  form  in 
which  a  State-currency  has  ever  yet  been  established  in 
any  country), — under  what  conditions  is  the  issue  to  be 
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permitted,  and  in  what  manner  are  the  State-notes  to 
get  into  circulation  ?  The  two  indispensable  points  are 
(1),  that  the  State-notes  be,  like  our  present  banking- 
currency,  convertible  into  specie  on  demand ;  (2),  that 
they  be  issued  in  such  a  manner  as  to  respond  freely  to 
the  requirements  of  the  community, — increasing  and 
diminishing  in  perfect  accordance  with  those  wants,  so 
that  the  measure  of  value  may  not  be  subjected  to  fluc- 
tuations, always  most  embarrassing  to  the  community, 
and  sometimes  fraught  with  most  serious  disaster. 

Excluding  from  consideration  the  form  of  issue  by 
means  of  Government  expenditure,  which  is  manifestly 
inadmissible,  there  are  but  two  ways  in  which  a  State- 
issue  of  notes  can  be  made.  One  of  these  is  by  the 
establishment  of  a  State  Bank,  exercising  all  the  powers 
and  functions  of  ordinary  banking — i.  e.,  receiving  depo- 
sits, and  dealing  in  loans  and  discounts.  The  other  is, 
by  establishing  simply  a  Government  office  which  shall 
issue  State-notes  to  all  the  banks  of  the  country,  in  ex- 
change for  specie  and  adequate  securities,  say  Consols, 
and  which  in  return  shall  engage  to  pay  all  the  notes  so 
issued  in  specie  on  demand. 

The  advocates  of  a  State-currency  have  not  as  yet 
given  any  definite  statement  of  the  system  which  they 
desire  to  see  established.  For  want  of  a  better,  we  must 
take  the  latest  edition  of  the  programme  (which  has 
been  revised  and  re -revised  during  the  last  twelve 
months)  of  the  Currency  Eeform  Association.  This 
programme  proposes  the  establishment  of  a  State  Bank, 
acting  alike  as  a  bank  of  deposit  and  as  a  bank  of  issue ; 
and  this  establishment  is  expected  to  yield  a  large  profit 
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to  the  State.  It  is  to  be  the  Bank  of  the  State,  receiving 
in  deposit  all  the  revenue  payments  of  the  country,  and 
also,  "we  infer,  deposits  from  the  public.  It  is  also  to 
issue  notes  of  its  own,  which  are  to  take  the  place  of  the 
present  note-circulation  of  the  banks  ;  and  these  notes 
are  to  be  handed  over  to  the  banks  upon  certain  condi- 
tions, which  have  been  altered  and  re-altered  in  each 
successive  edition  of  the  Association's  prospectus,  and 
which  are  still  stated  with  much  vagueness. 

Now,  first,  as  to  this  proposed  State-establishment  in 
its  character  as  a  bank  of  deposit.  The  Government 
moneys  in  bank — i.  e.,  the  balance  in  hand  of  the  revenue 
payments  in  excess  of  the  Government  expenditure — 
usually  amount  to  about  six  millions  sterling.  What 
is  the  proposed  State  Bank  to  do  with  this  large  sum, 
and  also  with  the  deposits  which  it  may  receive  from- 
the  public  ?  Merely  to  keep  this  money  in  hand,  idle 
and  unprofitable,  would  never  do.  It  would  be  a  serious 
absorption  of  capital,  which  ought,  as  at  present,  to  be 
employed  in  carrying  on  the  national  industry.  It  must 
be  put  into  circulation.  But  how  ?  The  only  way  is, 
by  means  of  loans  and  discounts — i.e.,  in  the  purchase 
of  commercial  bUls,  and  in  making  advances  upon  nego- 
tiable securities,  such  as  shares,  debentures,  and  bonds 
of  various  kinds.  Fancy  a  State  engaging  in  such  oper- 
ations. The  prime  business  of  a  bank-manager  is  the 
valuation  of  negotiable  property.  He  must  know  a 
good  bill  from  a  bad  one  ;  and  also  what  securities  it  is 
safe  for  the  bank  to  lend  upon,  and  how  much  may  be 
safely  advanced  upon  them,  after  leaving  a  broad  margin 
to  meet  the  possible  fluctuations  in  their  market-value. 
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We  do  not  believe  that  a  State -establishment  would 
conduct  such  trading  operations  so  well  as  an  ordiaary 
bank  would  do :  instead  of  making  a  gain  on  such  opex- 
ations,  it  is  not  unlikely  that  the  State  woiild  sustain  a 
loss.  Moreover,  the  conduct  of  such  a  State  Bank  would 
be  liable  to  the  charge  of  favouritism.  More  or  less  at 
all  times,  but  especially  in  critical  times,  a  bank  has  to 
refuse  some  of  the  bills  and  securities  offered  to  it — 
doiag  so  upon  no  definite  ground,  save  that  the  manager 
regards  some  men's  credit,  or  the  value  of  some  securi- 
ties, as  greater  than  that  of  others.  It  is  not  a  question 
of  proof,  but  of  opinion :  the  acceptance  or  rejection  of 
a  bill  by  a  bank-manager  is  simply  the  result  of  a  more 
or  less  accurate  or  inaccurate  surmise.  And  yet  upon 
this  acceptance  or  rejection  may  depend  the  welfare  or 
ruin  of  the  party,  whether  an  individual  or  a  company, 
who  thus  applies  for  banking- accommodation.  Again 
we  say,  fancy  a  State  taking  upon  itself  such  a  responsi- 
bility. It  is  out  of  the  question.  A  State  may  exact 
some  return  from  the  bank  with  which  the  State-moneys 
are  deposited ;  but  the  State  cannot  be  its  own  banker : 
for  in  that  case  it  would  have  to  put  its  balance  into 
circulation  by  means  of  loans  and  discounts, — a  kind  of 
business  wholly  unsuitable  for  it.  And  for  the  same 
reason  it  follows,  a  fortiori,  that  a  State  cannot  be  the 
banker  of  the  public,  by  receiving  deposits  from  the 
community. 

Hence  the  idea  of  a  State  Bank  is  out  of  the  question. 
The  only  feasible  form  of  State -intervention  in  this 
matter  is  by  means  of  an  Issue  establishment, — not  a 
bank  at  all,  whether  of  issue  or  of  deposit, — ^but  simply 
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a  fountain  of  currency,  from  whicli  the  banks  of  the 
country  can  obtain  a  supply  of  notes  in  accordance  with 
their  varying  requirements.  The  State  cannot  issue 
notes  directly  to  the  public, — for  such  an  operation  (as 
"we  have  seen)  would  necessitate  the  State's  engaging  in 
loans  and  discounts ;  but  the  State  may  issue  its  notes 
to  the  banks,  leaving  the  banks  to  issue  them  in  loans 
and  discounts  to  the  public. 

This,  we  say,  is  the  only  feasible  form  of  State  inter- 
vention in  this  matter :  but  let  us  see  how  such  a  system 
would  work.  "We  take  for  granted  that  the  State-notes 
are,  like  the  present  bank-notes,  to  be  convertible  into 
specie  on  demand.  And  the  first  point  that  will  strike 
any  practical  man  is,  that  a  State-issue  of  notes  is  much 
more  likely  to  become  inconvertible  than  if  the  notes 
were  issued  by  banks.  Individuals  would  have  no 
means  of  enforcing  payment  in  specie  from  the  State  in 
exchange  for  its  notes.  A  bank  must  stop,  must  become 
bankrupt,  if  even  in  one  single  instance  it  does  not  pay 
coin  for  its  notes  on  demand  :  but  you  cannot  stop  the 
State.  This  is  an  important  consideration:  especially 
when  we  reflect  that  every  form  of  State  paper-currency 
hitherto  established  has  been  inconvertible,  and  that 
such  a  currency  must  always  be  peculiarly  liable  to 
become  so.  But  let  us  pass  over  this,  and  see  what  are 
the  other  conditions  of  such  a  system. 

The  State-notes  are  to  be  issued  to  the  banks,  and  the 
State  is  to  be  liable  to  pay  them  in  specie  on  demand. 
Hence  it  follows  that,  in  issuing  its  notes  to  the  banks, 
the  State  must  at  the  same  time  take  means  to  insure 
the  convertibility  of  these  notes.     And  the  best,  if  not 
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the  only  practical  -way  of  doing  this  is  to  make  the 
banks,  in  their  purchase  of  notes  from  the  State,  pay  an 
adequate  proportion  of  the  price  in  the  form  of  specie. 
Accordingly,  the  grand  point  to  be  considered  in  a  State 
system  of  note-issues  is,  the  condition  upon  which  these 
issues  are  to  be  made  to  the  banks.  To  require  that  the 
banks  shall  pay  for  all  the  notes  in  specie  is  as  imprac- 
ticable as  it  would  be  unnecessary.  Such  a  process 
would  be  a  heavy  loss  to  the  country,  and  at  the  same 
time  it  wotild  render  the  currency  quite  as  inelastic  as 
it  is  at  present.  (1)  The  whole  amount  of  specie  at 
present  held  by  the  banks  in  ordinary  times  is  only 
twenty  millions  sterling,  while  the  actual  note-circula- 
tion of  the  banks  amounts  to  nearly  twice  as  much. 
Hence,  if  the  State-establishment  were  only  to  issue  its 
notes  to  the  banks  in  exchange  for  an  equal  amount  of 
specie,  there  would  be  an  immediate  and  absolute  loss 
to  the  country  of  twenty  millions  sterling.  (2)  More- 
over, under  such  a  condition  of  issue,  the  inelastic 
character  of  the  currency,  which  at  present  is  its  great- 
est defect,  and  which  is  so  productive  of  disaster,  would 
be  perpetuated.  As  experience  has  abundantly  proved, 
a  greatly  increased  requirement  for  notes  on  the  part  of 
the  community  may  take  place  without  any  correspond- 
ing internal  demand  for  specie.  And  if  the  banks,  at 
such  times,  could  only  obtain  a  supply  of  notes  by 
depositing  with  the  State  an  equal  amount  of  specie,  a 
needless  embarrassment  would  be  occasioned,  and  also 
a  costly  one. 

Putting  aside,  as  aKke  injurious  and  impracticable, 
the  plan  of  making  the  banks  pay  for  a  supply  of  State- 
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notes  wholly  in  specie,  we  come  to  the  best  and  more 
practicable  plan  of  the  banks  paying  to  the  State-estab- 
lishment for  a  supply  of  notes  partly  in  Government 
securities,  and  partly  in  specie.  But  in  what  propor- 
tions ?  If  the  proportion  be  fixed,  then  we  shall  have 
an  inelastic  currency  as  at  present ;  and  also,  as  is  obvi- 
ous, we  may  not  have  an  adequate  provision  for  the  con- 
vertibility of  the  notes.  The  proportion  of  specie  which 
is  ample  in  ordinary  times  becomes  inadequate  in  excep- 
tional times.  As  the  only  means  of  meeting  this  diffi- 
culty, the  Currency  Eeform  Association  propose  that  the 
State-establishment  shall  have  power  to  alter  the  condi- 
tions of  issue  at  its  discretion.  That  is  to  say,  it  may 
demand  from  the  banks  a  larger  proportion  of  specie  in 
exchange  for  its  notes  at  some  times  than  at  others.  On 
the  hypothesis  that  such  a  State-currency  be  established, 
this  is  the  only  -solution  of  the  difficulty.  There  are 
times  when  more  specie  than  usual  is  required  by  the 
public,  and  when  accordingly  the  State  must  keep  a 
larger  amount  of  specie  to  secure  the  convertibility  of 
its  notes.  And  there  are  only  two  ways  in  which  the 
State  can  make  this  provision :  namely,  either  by  mak- 
ing the  banks  deposit  with  the  State  a  larger  proportion 
of  securities  in  exchange  for  the  notes, — say  by  requir- 
ing £105  in  Consols  instead  of  £100, — and  leaving  the 
State  to  provide  itself  with  the  extra  amount  of  specie 
required  by  selling  its  securities  abroad ;  or  else  (as  the 
Association  proposes)  by  making  the  banks  pay  a  larger 
proportion  of  specie  for  the  notes  which  they  require. 
Here  again  we  find  a  most  delicate  and  onerous  respon- 
sibility thrown  upon  the   Government.      In  all  such 
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cases,  the  amount  of  specie  required  to  insure  converti- 
bility of  the  notes  is  more  or  less  a  matter  of  opinion. 
The  State-establishment  of  issue,  like  an  ordinary  bank, 
will  naturally  think  first,  if  not  entirely,  of  its  own 
credit,  and  will  probably  over-proArLde  itself  with  specie : 
and,  in  any  case,  it  is  the  result  alone  which  can  decide 
what  is  an  adequate  provision,  and  what  is  an  excessive 
one.  At  the  time  when  the  extra  provision  for  the  con- 
vertibiUty  of  the  notes  is  made,  the  extent  to  which  such 
a  precautionary  measure  is  requisite  must  always  be  a 
matter  of  conjecture.  Consider,  then,  the  magnitude  of 
the  responsibility  thus  thrown  upon  the  Government 
office  of  issue,  and  indirectly,  in  truth  we  might  say  di- 
rectly, upon  the  Government  itself !  In  a  crisis,  banks 
may  be  ruined  by  being  unable  to  obtain  notes  upon 
the  high  terms  required  by  the  State  Office  of  Issue, 
and  the  fall  of  these  banks  wiU  inflict  tremendous  losses 
not  only  upon  their  shareholders,  but  upon  the  commer- 
cial classes  and  the  general  public :  and  yet  the  result 
may  prove  that  the  higher  terms  then  demanded  by  the 
State  Office  were  unnecessary.  What  Government  would 
choose  to  incur  so  grave  a  responsibility?  In  truth, 
whether  or  not  the  higher  terms  required  by  the  State 
Office  for  the  issue  of  its  liotes  were  really  justifiable,  it 
is  so  hard  to  "prove  that  such  terms  were  necessary  that 
a  loud  outcry  against  the  Government  would  be  raised 
by  the  shareholders  and  customers  of  the  fallen  banks, 
as  well  as  by  the  commercial  classes  at  large,  who  would 
suffer  severely  from  the  contraction  of  credit,  and  from 
the  collapse  of  industrial  enterprise,  which  necessarily 
follow  such  bank -failures.     The  shareholders  and  de- 
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positors  ■would  attribute  all  their  losses  to  the  action  of 
the  State  Office  in  refusing  to  supply  notes  on  the  or- 
dinary terms ;  and  aU  the  trading  classes  would  murmur. 
And  probably  in  not  a  few  cases  the  complaints  would 
be  well  founded.  Again  we  say,  what  Government 
would  willingly  incur  so  grave  a  responsibility,  or  ex- 
pose itself  to  so  great  an  amount  of  opprobrium  ?  Even 
if  the  system  of  a  State  Office  of  Issue  were  in  other 
respects  the  best — ^which  we  deny, — the  tremendous  re- 
sponsibility which  it  would  throw  upon  the  Government 
would  be  fatal  to  the  plan.  No  Ministry  in  its  senses 
would  undertake  so  delicate  and  so  onerous  a  trust. 

The  real  magnitude  of  the  operations  of  such  a  State 
Office  of  Issue  appears  to  be  wholly  overlooked.  It 
seems  to  be  imagined  that  such  an  office  would  be  ex- 
posed to  no  greater  demand  for  specie  in  the  cashing  of 
notes  than  is  experienced  by  the  banks  at  present.  If 
this  were  the  case,  the  functions  of  the  office  would  be 
easily  discharged.  At  present  the  demand  for  specie  in 
exchange  for  notes  is  unimportant.  Hardly  more  than 
£200,000  in  coin  is  needed  to  meet  all  the  demands 
for  specie  in  connection  with  the  note-circulation  of 
the  banks.  Such  demands,  in  fact,  arise  only  from  the 
necessity  on  the  part  of  the  public  to  obtain  "small 
change," — there  being  no  notes  in  England  of  less  value 
than  £5.  In  Scotland,  where  £1  notes  are  issued,  the 
demand  for  specie  in  exchange  for  notes  is  actually  nil. 
But  in  the  case  of  a  State  Office  of  Issue  such  as  that 
above  described — namely,  one  which  should  take  upon 
itself  the  whole  duty  of  securing  the  convertibility  of  its 
notes,  making  the  issue  of  notes  a  trade  upon  which  it 
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appropriates  the  profits, — the  state  of  matters  would  be 
totally  different.  These  State-notes  would  be  a  legal  ten- 
der everywhere  save  when  presented  at  the  State  Office. 
Accordingly,  under  such  a  system,  the  banks  would  be 
entirely  relieved  from  the  duty  of  making  payments  in 
specie,  either  to  the  note-holders  or  to  their  depositors. 
All  that  could  be  required  of  the  banks  wouldbe  payment 
of  their  liabilities  in  State-notes :  and  they  certainly  would 
not  incur  the  heavy  expense  of  keeping  a  stock  of  gold 
when  there  was  no  call  for  them  to  do  so.  The  State 
Office  of  Issue  would  then  hold  the  only  metallic  reserve 
in  the  country.  Although  receiving  no  deposits,  it  would 
have  to  keep  gold  to  meet  the  wants  of  all  the  hanks  of 
deposit  in  the  kingdom.  Its  notes  would  be  taken  by  the 
banks,  not  merely  to  supply  the  community  with  cur- 
rency (i.  e.,  notes),  but  also  as  a  means  of  supplying  their 
customers  with  specie.  At  present  a  depositor,  or  any 
one  who  gets  a  bUl  discoitnted,  can  obtain  gold  from  the 
bank  simply  by  drawing  a  cheque  upon  it  for  the  re- 
quired amount.  But  under  the  proposed  system,  he 
could  not  obtain  gold  from  any  bank  :  he  could  only  get 
State-notes,  which  thereafter  he  must  take  or  send  to  the 
State  Office  to  be  converted  into  coin  or  bullion.  Hence 
the  State  Office  would  have  to  keep  a  stock  of  gold 
sufficient  to  meet  all  the  foreign  drains  of  specie  as 
they  arise. 

Mark  the  consequences  of  such  a  system.  In  the 
first  place,  the  Government  would  require  to  become  a 
bullion-dealer,  and  also  a  dealer  in  foreign  securities,  on 
the  largest  scale.  The  Government  would  have  to 
watch  "  the  exchanges ; ''  it  would  have  to  sell  and  buy 
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securities  in  the  foreign  Stock-market, — increasing  or 
diminishing  its  stock  of  gold  according  to  the  varying 
requirements  of  the  public.  We  do  not  think  that  this 
is  a  kind  of  business  which  a  Government  should  under- 
take; neither  do  we  think  that  any  Ministry  in  this 
country  would  like  to  be  saddled  with  such  a  responsi- 
bility. So  much  for  the  part  which  the  Government 
would  have  to  play  in  the  matter.  In  the  second  place, 
consider  the  practical  effect  of  such  a  system  upon  the 
community.  Any  note-holder  who  wished  to  get  coin 
in  exchange  for  notes  would  require  to  send  his  notes 
to  London,  and  get  them  cashed  at  the  State  Office. 
Depositors  would  be  in  no  better  position :  they  could 
not  demand  a  single  sovereign  from  any  bank  in  the 
kingdom.  The  banks  would  not  keep  gold — only  State- 
notes  ;  and  their  depositors  would  have  to  accept  pay- 
ment in  those  notes,  and  then  send  them  to  the  State 
Office  to  be  cashed.  Suppose  a  summer  tourist  in  Edin- 
burgh wanted  fifty  or  a  hundred  sovereigns  to  take  with 
him  on  his  excursion ;  he  must  first  send  Ms  notes  to 
London  to  be  cashed,  receiving  the  amount,  we  presume, 
in  a  registered  parcel.  Or — -which  is  the  more  import- 
ant form  of  the  difficulty — if  a  Glasgow,  Liverpool,  or 
Belfast  merchant  required  to  export  a  certain  amount  of 
specie,  he  would  have  to  do  likewise.  Specie  would  be 
unobtainable  save  at  the  counter  of  the  State  Issue-office 
in  London.  The  inconvenience  of  the  system  would  be 
simply  intolerable.  Moreover,  even  as  a  question  of  do- 
mestic currency,  if  the  note  is  to  remain  convertible, 
clearly  the  gold  should  be  kept  at  the  places  where  it  is 
needed.     If  the  proposed  State-notes  were  to  be  incon- 
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vertible  (as  all  State-notes  hitherto  have  been),  there 
is  no  more  to  be  said ;  but  if  they  are  really  to  be 
convertible,  it  is  necessary  that  the  means  of  con- 
vertibility (i. «.,  the  gold)  should  be  kept,  not  merely  in 
a  State  Of&ce  in  London,  but  in  all  places  of  the  king- 
dom where  the  cashing  of  notes  may  be  desired.  And 
if  there  are  to  be  a  hundred  or  more  branches  of  this 
State-establishment  throughout  the  country,  the  expense 
of  such  an  arrangement  would  swallow  up  all  the  pro- 
fits,— while  the  grander  difficulties  of  the  system  would 
still  remain  undiminished. 

To  sum  up.  As  has  been  shown,  the  project  of  a  State 
Bank  is  out  of  the  question — it  is  impracticable ;  because 
it  would  involve  the  Government  in  all  the  trading  ope- 
rations and  risks  of  ordinary  banking,  which  are  unsuit- 
able for  a  Government  to  undertake,  and  which  would, 
moreover,  impose  upon  it  the  gravest  responsibilities. 
We  have  also  shown  that  a  State  Office  of  Issue  which 
should  undertake  to  secure  the  convertibility  of  the  note- 
circulation — although  a  much  simpler  project  than  that 
of  a  State  Bank — is  open  to  the  following  objections : — 
(1)  As  the  conditions  upon  which  it  issued  notes  to  the 
banks  could  not  be  regulated  by  a  fixed  rule,  and  must 
vary  with  the  circumstances  of  the  time  (more  specie 
being  required  from  the  banks  on  the  issue  of  notes  at 
some  times  than  at  others),  such  a  method  of  issue  would 
involve  the  Government  in  serious  responsibility,  ex- 
posing it  at  times  to  much  popular  opprobrium.  (2) 
The  State  Office  would  have  to  keep  gold  to  meet  the 
wants  of  all  the  banks  of  deposit  in  the  country.  (3) 
The  system  would  impose  upon  the  Government  the 
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necessity  of  acting  as  a  bullion-dealer,  and  also  of  deal- 
ing by  alternate  sale  and  purchase  in  foreign  secu- 
rities. (4)  The  inconvenience  of  such  a  system  to  the 
community,  unless  branches  of  this  State  Office  were 
established  all  over  the  country,  which  branches  would 
probably  swallow  up  all  the  profit  of  the  arrangement. 
And  (5),  even  if  the  State  were  to  make  a  profit  on  the 
issue  of  its  notes,  this  gain  would  be  acquired  simply 
by  taking  from  the  banks  a  portion  of  their  present  pro- 
fits, and  thereby  would  cause  them  to  increase  their 
charges  upon  the  public  for  banking-accommodation. 
Thus,  while  the  gain  (if  any)  to  the  State  from  such  a 
system  of  issue  would  be  wholly  illusory — ^having  to  be 
paid  for  by  the  community, — the  difficulties  and  oner- 
ous responsibility  which  such  a  system  would  throw 
upon  the  Government  are  sufficient  of  themselves  to 
prevent  its  adoption. 


XIX. 
MONETARY    REFOEM 


The  first  desideratum  in  the  question  of  Monetary  Ee- 
form  is  to  devise  a  plan  which  wiU  give  to  our  mone- 
tary system  a  suitable  power  of  expansion,  to  meet  the 
severe  strains  which  ever  and  anon  are  made  upon  it. 
How  to  obtain  an  elastic  monetaiy  system :  this  is  the 
main  problem  with  practical  men.  They  care  compara- 
tively little  as  to  the  terms  upon  which  this  elasticity 
or  expansibility  is  to  be  procured.  They  have  become  so 
accustomed  to  high  rates  of  discount — eight,  ten,  or  even 
twelve  per  cent — that  they  would  be  thankful  if  cur- 
rency in  adequate  amount  to  the  wants  of  the  commu- 
nity could  in  times  of  difficulty  be  obtained  even  upon 
those  exorbitant  terms.  The  most  pressing  defect  of  the 
present  system  is,  that  even  upon  these  terms  an  ade- 
quate supply  of  currency  is  not  always  to  be  obtained. 
At  times,  substantially  good  securities  cannot  be  con- 
verted into  currency;  and  mercantile  houses,  financial 
companies,  and  even  banks,  have  to  come  to  the  ground 
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owing  to  a  temporary  impossibility  of  converting  their 
assets  into  currency. 

The  second  point  to  be  attended  to  is,  that  under  a 
perfect  monetary  sj'stem  the  value  of  the  currency  should 
always  be  the  same.     The  currency  is  the  Measure  of 
Value — ^the  circulating  medium  by  which  the  value  of 
all  other  kinds  of  property  is  represented  in  a  negotiable 
form.     If  the  currency  fluctuates  in  value,  all  monetary 
contracts  are  thereby  vitiated.    Under  the  present  sys- 
tem in  this  country,  it  is  no  exaggeration  to  say  that  a 
merchant  who  gives  his  bill  or  promise  to  pay  £1000 
three  months  after  date,  may  find  that,  owing  to  a  change 
in  the  value  of  money,  he  has  to  pay  £1250 ;  and  it  is 
quite  a  common  case  if  he  has  to  pay  £1100  instead  of 
£1000.     Say  that  a  merchant,  when  the  Bank-rate  is 
4  or  5  per  cent,  purchases  a  thousand  pounds'  worth 
of  goods,  and  gives  a  bill  for  £1000  payable  at  three 
months  after  date.     In  the  interval,  the  Bank-rate  may 
be  raised  to  9  or  10  per  cent ;  in  consequence,  the  mar- 
kets are  depressed  to  the  extent  of  20  or  25  per  cent  be- 
low their  former  ordinary  price :  and  thus,  in  order  to 
get  money  to  meet  his  bill,  the  merchant  must  sell  not 
only  the  thousand  pounds'  worth  of  goods  which  he  re- 
ceived, but  a  fifth  or  a  fourth  part  more,  before  he  can 
obtain  the  £1000  which  he  promised  to  pay.     This  is  a 
great  evil.     It  indicates  a  glaring  defect  in  our  present 
monetary  system.     It  is  a  barbarism. 

The  grand  object  of  all  plans  of  Monetary  Eeform  is 
to  prevent  or  minimise  fluctuations  in  the  Measure  of 
Value, — in  other  words,  to  insure  steadiness  in  the  value 
of  the  currency,  in  which  all  contracts  are  made ;  so 
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that  those  contracts  may  not  be  vitiated  owing  to  a 
change  in  the  value  of  the  circulating  medium  by  which 
they  are  payable  and  must  be  discharged.  It  is  of  mo- 
mentous importance  to  the  community  that  the  sum 
(the  amount  of  currency)  which  a  man  promises  to  pay 
at  a  certain  date — whether  it  be  a  yearly  rent  for  house 
or  land,  or  a  three  months'  bOl — should  represent  the 
same  value  or  purchasing-power,  should  be  convertible 
into  the  same  quantity  of  merchandise  or  other  property, 
at  the  time  of  payment  as  at  the  time  when  the  contract 
was  made. 

It  is  impossible,  of  course,  to  prevent  fluctuations  in 
the  value  of  the  ordinary  kinds  of  property;  for  all  kinds 
of  property  vary  more  or  less  from  time  to  time,  and  in 
some  cases  suddenly,  owing  to  a  change  either  in  the 
amount  of  supply  or  in  the  extent  of  the  demand.  Such 
changes  are  inevitable,  and  no  one  imagines  that  they 
can  be  prevented.  But  what  is  desired  is,  that  changes 
of  prices  should  not  be  occasioned  merely  by  a  temporary 
excess  or  deficiency  of  the  cuiTency.  The  amount  of 
the  supply  and  the  extent  of  the  demand  for  any  kind 
of  property  remaining  the  same,  the  price  of  that  pro- 
perty should  be  unaltered.  Yet  at  present,  in  such  cir- 
cumstances, the  price  of  goods  is  vastly  enhanced  or 
lowered  owing  to  a  wholly  extraneous  cause — viz.,  the 
fluctuations  in  the  Measure  of  Value,  a  change  in  the 
purchasing-power  of  the  currency,'owing  to  the  supply  of 
currency  (as  regulated  by  the  Bank  Acts)  becoming  great- 
er or  less  than  usual  in  proportion  to  the  demand  for  it. 

We  cannot  prevent  fluctuations  in  the  price  of  goods 
— corn,  cotton,  houses,  or  land, — because  it  is  impossible 
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to  increase  the  supply  of  these  commodities  at  all 
times  when  the  demand  increases,  or  to  diminish  the 
demand  for 'them  at  all  times  when  the  supply  of  them 
falls  below  the  ordinary  amount.  If  the  harvest  is 
bad,  the  price  of  corn  must  rise ;  so  must  the  price  of 
cotton,  or  any  other  kind  of  goods,  if  the  supply  from 
any  cause  falls  short  of  the  demand.  In  like  manner, 
the  price  of  corn  or  cotton,  or  any  other  commodity, 
must  fall  if,  from  any  cause,  the  supply  is  greater  than 
the  usual  demand.  Such  changes,  we  say,  are  acknow- 
ledged to  be  inevitable.  But  the  value  of  the  currency 
is  another  matter.  Paper-money,  especially  in  the  form 
of  banking-currency,  is  the  offspring  of  civilisation,  de- 
vised for  the  very  purpose  of  keeping  steady  the  Measure 
of  Value :  it  is  a  means  by  which  the  supply  of  cur- 
rency may  be  kept  always  commensurate  with  the  de- 
mand for  it, — increasing  if  the  demand  for  it  increase, 
and  diminishing  when  the  demand  diminishes.  "When 
the  community  require  more  currency,  they  obtain  it 
from  the  banks  in  the  form  of  additional  loans  and  dis- 
counts :  if  less  currency  is  needed,  fewer  notes  are  thus 
taken  from  the  banks.  Hence  it  follows  that  if  cur- 
rency be  issued  by  the  banks  always  on  the  same  terms 
— that  is  to  say,  if  the  Bank-rate,  the  charge  for  bank- 
ing-accommodation, remains  always  the  same  —  the 
Measure  of  Yalue  will  be  perfect;  the  relative  pro- 
portion between  the  amount  of  the  currency  and  the 
requirements  of  the  public  will  be  always  preserved; 
and  consequently  the  purchasing-power  of  the  currency 
(not  indeed  as  regards  any  particular  kind  of  goods,  but 
as  regards  property  in  general)  will  at  all  times  be  aUke, 
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— SO  that  all  monetary  contracts  will  he  equitably- 
maintained,  and  no  man  will  have  to  pay  more  value 
or  receive  less  than  he  bargained  for  when  his  contracts 
were  made.  The  attainment  of  this  end  is  indispensable 
to  a  perfect  monetary  system.  And  it  is  the  grand 
object  which  all  currency-reformers  have,  or  ought  to 
have,  specially  in  view. 

There  are  two  broad,  and  in  some  respects  rough- 
and-ready,  ways  in  which  it  has  been  sought  or  proposed 
to  impart  steadiness  to  the  currency — i.e.,  the  Measure  of 
Value.  One  of  these  is,  by  iixing  the  rate  of  discount; 
the  other  is,  by  fixing  the  amount  of  the  currency.  The 
former  of  those  means  was  (substantially)  in  use  in  this 
country  for  nearly  a  century  and  a  half  after  the  estab- 
lishment of  banks  and  banking-currency;  and  it  was 
adopted,  sua  sponte,  by  the  great  ISTapoleon  in  founding 
the  Bank  of  France.  The  latter  system  was  advocated 
by  Cobbett ;  it  also  finds  favour  with  some  writers  of 
the  present  day.  But  neither  of  those  systems  is  perfect 
of  itself,  and  the  latter  is  wholly  untenable. 

1. — The  proposal  of  Cobbett — which  is  now  advocated 
afresh — to  preserve  fixity  in  the  Measure  of  Value  by 
always  keeping  the  currency  fixed  at  a  certain  amount, 
although  plausible  in  appearance,  will  not  stand  exami- 
nation. The  value  of  the  currency  (like  that  of  every 
other  thing)  depends  not  merely  upon  the  amount  of  the 
supply,  but  also  upon  the  extent  of  the  demand.  There 
are  two  factors  in  the  calculation,  and  Cobbett  looked 
only  at  one.  If  the  requirement  for  currency  remained 
at  all  times  the  same,  and  if  the  amount  of  the  supply 
remained  likewise  the  same,  the  value  of  the  currency 


330  MONETARY  KEFOEM. 

would  consequently  be  perfectly  steady.  But,  as  every 
one  knows,  this  is  not  the  case.  The  requirement  for 
currency  varies  greatly  from  time  to  time.  Hence  to  fix 
the  amount  of  the  currency,  instead  of  being  a  means  of 
insuring  its  uniform  value,  would  ever  and  anon  cause 
its  value  to  fluctuate  to  a  serious  extent.  In  truth,  if  the 
amount  of  the  currency  were  fixed  (though  it  is  not  easy 
to  seehow  it  could  be  absolutely  fixed), our  country  would 
be  subjected  to  even  greater  monetary  embarrassments 
than  at  present.  The  defect  of  our  present  currency-sys- 
tem is  a  want  of  elasticity, — it  cannot  expand  freely  in 
accordance  with  the  wants  of  the  community;  but  if 
the  currency  were  absolutely  fixed  in  amount,  we  should 
be  even  worse  off  than  we  now  are.  Hence,  whatever 
arguments  may  be  advanced  in  support  of  a  steady 
Bank-rate,  as  a  means  of  insuring  steadiness  in  the 
value  of  the  currency,  no  such  argument  is  tenable  in 
support  of  fixing  the  amount  of  the  currency.  With  a 
fixed  amount  of  currency  we  could  not  possibly  have  a 
flsed  or  steady  Bank-rate.  The  two  things  are  incom- 
patible. 

2. — Napoleon  I.,  when  founding,  or  at  least  reconstitut- 
ing, the  Bank  of  France,  said  to  the  Governor  and  Direc- 
tors :  "  Write  up  in  letters  of  gold  these  words — ^What 
is  the  object  of  the  Bank  of  France  ?  To  discount  com- 
mercial securities  at  four  per  cent!'  Quoting  this  maxim, 
and  appealing  also  to  the  established  practice  in  our  own 
country  previous  to  1844,  during  which  long  period  the 
Bank-rate  never  varied  more  than  one  per  cent,  some 
writers  now  propose  that  a  legally-fixed  Bank-rate  should 
be  substituted  for  the  ceaseless  fiuctuations  in  the  charge 
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for  banking-accommodation  which  have  prevailed  under 
the  new  system,  established  by  the  Bank  Acts  of  1844-5. 
That  such  fluctuations  are  exceedingly  detrimental  to 
the  interests  of  trade  and  industrj^  of  all  kinds  is  indis- 
putable. But  the  question  is,  How  far  is  it  practicable 
to  abolish  them,  by  estabhshiag  a  fixed  Bank-rate  ? 

If  the  Bank-rate  were  fixed — if  the  charge  for  making 
loans  and  discounts  to  the  public  were  always  the  same 
— the  steadiness  in  value  of  the  currency  would  be  fuUy 
insured.  Por,  in  such  a  case,  the  cost  to  the  public  of 
obtaining  currency  would  be  at  all  times  the  same ;  so 
that  the  value  of  the  currency  would  always  be  the  same. 
Now,  the  desirableness  of  securing  a  uniform  value  for 
the  currency  is  indisputable ;  and  certainly,  those  who 
maintain  that  it  is  practicable  to  have  a  fixed  Bank-rate, 
have  a  strong  basis  of  facts  to  argue  upon.  They  can 
point  to  the  historical  fact,  that  for  150  years  after  the 
establishment  of  Banking  in  this  country,  the  Bank-rate 
never  varied  more  than  one  per  cent — ranging  from  4 
per  cent  to  5.  Or  they  can  point  to  the  case  of  France, 
where,  for  half  a  century  after  the  founding  of  the  Bank 
of  France  by  Napoleon  I.,  a  similar  practice  was  steadily 
adhered  to.  In  truth,  it  is  a  remarkable  fact  that,  with 
a  fiLsed  Bank-rate  of  4  per  cent,  specie-payments  were 
fully  maintained  by  the  Bank  of  France  during  aU  the 
great  wars  and  terrible  national  emergencies  that  took 
place  during  the  reign  of  the  First  Napoleon.  It  is  true 
that  Napoleon  always  tried  to  make  war  support  war,  by 
levying  forced  contributions  of  money  and  supplies  from 
the  conquered  countries ;  nevertheless,  even  after  making 
allowance  for  this,  it  is  a  striking  fact  that  the  Bank  of 
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France,  during  those  critical  years,  should  have  never 
failed  to  meet  its  liahilities  to  pay  specie  on  demand, 
while  its  charge  for  loans  and  discounts  never  altered 
from  4  per  cent. 

But  a  great  change  has  taken  place  since  then — indeed 
within  the  last  quarter  of  a  century — which  must  not 
be  overlooked.  It  is  only  recently  that  the  foreign  trade 
of  France  has  assumed  large  proportions;  and  the  foreign 
trade  of  our  own  country  has  likewise  attained  a  magni- 
tude far  exceeding  that  of  former  times.  This  vast  ex- 
pansion of  International  trade  has  occasioned  a  greater 
demand  for  specie — the  only  form  of  currency  which  is 
available  in  settlement  of  the  international  balances. 
Hence  it  may  be  argued  that,  although  a  fixed  Bank- 
rate  of  4  or  5  per  cent  was  practicable  in  former  times, 
when  there  was  little  international  trade,  it  would  be 
qtdte  impracticable  now.  On  the  other  hand,  it  is  to  be 
noted  that  the  supply  of  specie,  the  annual  addition  to 
the  world's  stock  of  the  precious  metals,  has  since  1848 
increased  in  a  ratio  quite  equal  to,  if  not  greater  than, 
the  increase  of  international  trade.  In  truth,  the  vast 
increase  in  international  trade  is  in  great  part  simply  a 
consequence  of  the  augmented  supply  of  specie,  without 
which  such  an  expansion  of  trade  could  not  have  taken 
place.  On  the  whole,  therefore,  it  is  very  doubtful  if 
there  has  been  any  change  in  the  circumstances  of  the 
case  sufficient  to  render  a  steady  Bank-rate  of  4  or  5  per 
cent  a  whit  less  practicable  now  than  it  was  in  former 
times.  But  there  are  other  considerations  which  have 
to  be  taken  into  account,  and  which  seriously  conflict 
with  the  proposal  for  a  legaUy-fixed  Bank-rate. 
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The  Bank-rate  is,  presumably,  the  charge  at  which 
Banks  can  profitably  carry  on  their  business, — which 
business  is  to  supply  the  public  with  the  banking- 
currency  (notes  and  cheques)  and  specie,  in  exchange 
for  good  negotiable  securities  deposited  with  the  banks. 
This  charge  represents  the  cost  which  a  banking-com- 
pany incurs  in  keeping  up  its  establishment, — the  rent 
of  the  premises,  salaries  of  its  clerks  and  managers,  &c. ; 
and  also  the  cost  of  supplying  banking-currency  and 
specie  in  exchange  for  commercial  currency  (bUls)  and 
other  kinds  of  negotiable  property.  The  first  item  of 
this  charge  is  easily  understood  ;  it  is  the  second  alone 
which  requires  elucidation.  Banking-accommodation, 
as  we  have  said,  may  be  given  either  in  bank-notes, 
or  in  cheques,  or  in  specie ;  and  the  cost  to  the  bank 
of  giving  this  accommodation  depends  upon  the  ex- 
tent to  which  the  bank  is  drawn  upon  in  one  or  other 
of  those  three  ways.     Thus  : 

(1)  It  is  obvious  that  if  the  customers  of  the  bank 
(the  persons  who  deposit  with  it  bills  and  other  nego- 
tiable securities  in  exchange  for  a  power  of  drawing 
upon  it  for  the  amount)  take  payment  only  by  drawing 
cheques  upon  it,  and  if  these  cheques  be  paid  into  it  again 
by  the  receivers,  the  process  entails  no  expense  upon 
the  bank  at  all.  In  such  a  case  the  bank  can  discount 
bills  to  any  extent  at  no  expense  to  itself,  save  the  ordi- 
nary cost  of  the  establishment.  Or  if  those  cheques  were 
paid  into  other  banks,  the  result  would  be  practically 
the  same, — inasmuch  as  the  cheques  which  each  bank 
holds  against  its  neighbours  usually  balance  the  cheques 
which  its  neighbours  hold  against  it.    Speaking  roundly. 
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then,  as  long  as  the  public  take  payment  of  the  dis- 
counted bills,  &c.,  only  by  drawing  cheques,  the  process 
entails  no  cost  upon  the  banks  at  all.  (2)  If  payment 
of  discounted  bills,  &c.,  be  taken  in  the  form  of  a 
bank's  own  notes,  the  cost  to  the  bank  in  this  case  also 
is  almost  nominal ;  for  the  notes  of  a  bank  of  good 
repute  are  never  cashed,  save  (when  no  £l-notes  are 
allowed  to  be  issued)  as  a  means  of  getting  "  small 
change."  (3)  On  the  other  hand,  if  payment  of  the 
loans  and  discounts  be  demanded  from  the  bank  in 
specie,  the  cost  of  giving  the  accommodation  is  great. 
To  meet  such  cases  banks  must  keep  in  hand  a  stock 
of  specie,  which  yields  no  interest ;  or  they  must  pro- 
vide themselves  with  specie  by  the  sale  of  their  securi- 
ties (abroad),  upon  which  a  certain  amount  of  loss  may 
be  incurred. 

Now,  it  is  true  that,  in  ordinary  times  (as  shown  by 
the  statistics  of  Sir  John  Lubbock*),  fully  nine-tenths 
of  the  drafts  upon  banks  are  made  only  in  the  form  of 
cheque-payments — which  occasion  no  cost  to  the  banks 
at  all.  Nevertheless,  banks  are  always  liable  to  be 
called  upon  to  pay  the  amount  of  their  loans  and  dis- 
counts in  specie, — so  that  they  must  keep  a  stock  of  the 
precious  metals  ;  and  also  at  certain  times  this  demand 
for  specie  becomes  of  serious  magnitude,  thereby  render- 
ing the  giving  of  banking-accommodation  a  costly  pro- 
cess. The  inference  from  these  facts  is  important. 
Since  the  demand  for  specie  (which  is  the  greatest  ele- 
ment in  the  cost  of  banking)  greatly  varies  from  time 
to  time,  it  appears  impossible  that  the  charge  for  bank- 
*  Supra,  p.  6,  27. 
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ing-acconunodation — in  other  words,  the  Bank-rate — 
can  always  remain  the  same. 

Drains  of  specie  from  the  banks  arise  wholly  in  con- 
nection with  our  Foreign  trade  and  investments :  the 
Home  trade,  which  supplies  by  far  the  larger  amount  for 
loans  and  discounts,  needing  only  cheques  and  notes. 
Now,  it  is  true  that  those  foreign  drains  of  specie  are 
merely  exceptional  occurrences, — specie  usually  flowing 
into  this  country  in  greater  amount  than  it  is  exported. 
Hence  it  may  be  said — "Why  do  not  the  banks  act 
accordingly  ?  why  do  they  not  treat  those  foreign  drains 
according  to  their  real  character — namely,  as  excep- 
tional occurrences,  which  can  be  taken  into  account  in 
fixing  the  charge  for  banking-accommodation  ?  Why 
should  not  banks  act  as  Life  Assurance  Companies  do  ? 
When  a  visitatioti  of  the  cholera  or  other  deadly 
epidemic  occurs,  those  companies  do  not  charge  more 
for  insuring  a  man's  life  than  in  ordinary  times :  they 
adhere  to  their  ordinary  rate,  which  is  calculated  to 
meet  those  exceptional  times.  Why  should  not  banks 
do  the  same  ? "  It  must  be  admitted  that  there  is  much 
to  be  said  in  favour  of  such  a  proposal.  Moreover,  it  is 
not  a  novel  one,  for  (as  we  have  said)  it  was  the  estab- 
lished practice  of  our  banks  for  a  century  and  a  half ; 
and  it  worked  with  better  results  to  the  community  than 
the  new  system  of  1844  has  done.  The  old  system  was 
this  : — The  banks  found  by  experience  how  much  specie 
was  requisite  to  carry  on  their  business  safely,  on  the 
average  of  years ;  and  they  fixed  their  charge  (the  bank- 
rate)  accordingly.  They  found  that  4  or  5  per  cent 
was  adequate  to  do  this ;  and  they  charged  this  rate  at 
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all  times.  They  did  not  raise  their  charge  when  an 
exceptional  drain  of  specie  took  place ;  neither  did  they 
lower  their  charge  when  their  power  of  giving  banking- 
accommodation  was  greater  than  usual.  They  struck 
an  average,  and  adhered  to  it, — just  as  a  Life  Insurance 
Company  does. 

This  is  unquestionably  by  far  the  better  course  as 
regards  the  interests  of  the  community.  And  it  is 
an  intelligible  and  reasonable  process  as  regards  the 
banks.  At  the  same  time,  on  pvirely  banking  grounds 
{i.  e.,  apart  from  considerations  of  the  public  weal),  it  is 
more  natural  that  banks  should  vary  their  charge  ac- 
cording to  the  circumstances  of  the  time, — raising  it  or 
lowering  it  in  proportion  as  the  cost  of  giving  banking- 
accommodation  to  the  public  increases  or  diminishes. 
The  banks  may  revert  to  the  old  system — which  in 
point  of  principle  there  is  nothing  to  object  to :  but 
what  if  they  refuse  to  do  this  ?  Would  it  be  right  to 
comiDel  them  to  do  it  by  Act  of  Parliament  ?  We  think 
not :  for  in  such  a  case  Parliament  would  have  to  fix  at 
a  definite  point  the  charge  at  which  banking-accommo- 
dation is  to  be  given  ;  and  we  think  that  this  is  a  matter 
which  banks  ought  to  be  free  to  decide  for  themselves. 

But  then,  there  must  be  freedom  and  competition. 
If  the  State  is  not  to  interfere  with  the  bank-rate,  there 
must  be  no  monopoly  of  the  right  of  issue  :  there  must  be 
perfect  freedom  in  banking  as  in  other  kinds  of  trade. 

Monetary  Eeform  may  proceed  either  (1)  upon  a  basis 
of  notes  convertible  into  specie  on  demand,  or  (2)  of  in- 
convertible notes  made  a  valid  tender  by  Act  of  Parlia- 
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ment.   We  shall  consider  the  question  under  both  shapes. 
Let  us  take  the  latter  of  those  alternative  courses  first. 


AN  INCONYERTIBLE  STATE-CURRENCY. 

As  a  prelude  to  our  exposition  of  this  mode  of  mone- 
tary reform,  we  may  say  a  word  on  the  general  principle 
of  inconvertible  paper-currency. 

The  necessity  for  a  general  suspension  of  pay- 
ments in  specie  in  any  country  only  arises  in  excep- 
tional times.  Hitherto  it  has  occurred  chiefly,  if  not 
always,  as  a  consequence  of  a  great  war.  At  such 
times  it  may  arise  from  two  different  causes.  It  may 
arise  either — as  in  England  in  1797 — in  consequence 
of  an  unusual  absorption  of  specie  in  military  operations 
and  in  foreign  loans  connected  with  the  war  ;  or,  as  in 
France  in  1793,  and  as  recentlyinthe  United  States, from 
the  necessary  expenditure  of  the  Government  exceeding 
not  only  the  revenue  but  also  the  largest  amount 
which  the  Government  can  obtain  by  means  of  loans. 
In  this  latter  case,  the  Government  makes  up  the  defi- 
ciency of  revenue  by  an  issue  of  inconvertible  State-notes 
—a  process  which  is  equivalent  to  a  forced  loan,  to  be 
gradually  redeemed  by  the  State  after  the  country  has 
returned  to  its  normal  condition  of  peace  and  pros- 
perity. This  case  is  in  great  part  a  political  one ;  and 
it  is  more  instructive  to  consider  the  other,  which  comes 
more  purely  within  the  consideration  of  monetary 
science. 

When  the   operations   of    war  and  military  loans 
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produce  an  excessive  export  of  specie,  the  power  of 
the  banks  to  pay  their  liahilities  in  coin  is  gradually 
exhausted,  and  the  result  is  a  general  suspension  of 
specie-payments.  The  Government  raises  large  loans, 
and  withdraws  the  amount  in  specie  from  the  banks  for 
the  purposes  of  export;  the  contractors  who  have  to 
supply  the  army  abroad  act  in  like  manner ;  until  there 
is  no  more  specie  left  in  the  banks.  It  is  a  demand  for 
payment  of  deposits  in  specie  which  compels  the  banks 
to  suspend  cash-payments.  The  note-circulation  of  the 
banks  (as  shown  in  1797)  has  nothing  to  do  with  it.  It 
is  true  that  as,  when  such  a  suspension  takes  place,  the 
banks  pay  their  depositors  in  notes,  the  note-circulation 
also  must  be  made  inconvertible,  otherwise  the  process 
would  be  illusory.  But  as  regards  the  note-circulation 
pure  and  simple,  no  specie  is  asked  for  it, — or  only  as  a 
means  of  procuring  "small  change"  in  countries  like 
France  and  England,  where  no  small  notes  are  allowed 
to  be  issued. 

The  inconvertibility  of  the  note  is  unquestionably  a 
great  evil ;  nevertheless,  in  certain  circumstances  it  is  a 
lesser  evil  than  others  for  which  it  affords  a  remedy. 
For  example : — when  (as  in  England  during  the  great 
war  with  France  imder  Napoleon  I.)  specie  in  some 
country  rises  exceptionally  in  value,  owing  to  the  un- 
usual amount  of  it  required  to  be  sent  abroad,  the  alter- 
native arises,  either  to  suspend  cash-payments,  or  to 
restrict  the  usual  loans  and  note-issues  of  the  banks  to 
such  a  degree  as  to  enable  those  establishments  to  meet 
their  liabilities  in  specie.  The  latter  course  is  really 
impracticable :   for  a  great  contraction  of  loans  (as  in 
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England  in  1797,  and  in  a  lesser  degree  in  1825,  and 
in  the  United  States  in  1857)  naturally  produces  such 
a  panic  and  "  run  "  for  deposits  on  the  banks  that  those 
establishments  are  forced  to  suspend  specie-payments. 
An  internal  "  run  "  for  specie  is  produced  by  the  panic, 
in  addition  to  the  external  demand.  The  principle  of 
self-preservation,  in  fact,  leads  every  community  in  such 
circumstances  to  a  suspension  of  specie -payments,  as 
the  only  means  of  escaping  a  tremendous  and  most  dis- 
astrous convulsion.  Were  the  opposite  course  to  be 
tried,  what  would  follow?  (1)  The  value  of  the  cur- 
rency and  the  rate  of  interest  would  be  enormously 
raised.  The  whole  monetary  engagements  of  the  com- 
munity would  be  vitiated.  One  class  would  gain 
unjustly,  and  the  others  would  lose  unjustly.  This 
would  be  a  social  revolution  of  the  very  worst  kind. 
But  this  would  not  be  all.  For  (2)  the  whole  in- 
dustrial energies  of  the  country  would  be  paralysed. 
The  merchants,  the  manufacturers,  and  traders  of  all 
kinds  (who  carry  on  their  business  by  the  aid  of  credit) 
would  be  ruined.  Producers  and  others,  having  to  pay 
an  exorbitant  rate  for  their  loans,  would  be  unable  to 
compete  with  those  of  other  countries.  And  the  ex- 
port-trade, by  a  greater  development  of  which  alone 
could  specie  be  brought  into  the  country  to  replace  the 
sums  ceaselessly  sent  abroad  to  support  the  war,  would 
be  diminished  beyond  the  ordinary  amount. 

Moreover,  a  suspension  of  specie-payments  at  such  a 
time,  what  would  it  produce  ?  Suppose  aU  the  specie 
in  a  country  were  withdrawn,  and  its  place  exactly 
supplied  by  notes,  the  currency  would  not  be  depre- 
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ciated  in  any  way  below  its  ordinary  value.  The  notes 
would  purchase  exactly  the  same  amount  of  goods  or 
labour  as  the  coins  did.  The  currency  would  not  rise 
in  value  with  the  abnormal  price  of  specie ;  but  it  would 
maintain  its  usual  value, — which  is  much  better.  In- 
deed, this  is  the  very  thing  wanted.  The  notes  would 
buy  exactly  as  much  as  the  coins  did  before — neither 
more  nor  less, — and  just  as  the  coins  would  do  when 
they  come  back,  when  the  currency  returns  to  its  normal 
condition.*  And  specie  will  so  come  back.  It  goes 
away,  not  owing  to  any  depreciation  of  the  currency, 
but  because,  as  in  England  in  1797,  there  was  an  ex- 
ceptional demand  for  it,  in  order  to  make  payments 
abroad,  which  could  only  be  made  in  specie.  And  the 
specie  wiLL  come  back  in  like  manner, — without  any 
rise  in  the  value  of  the  currency,  and  simply  because 
the  exceptional  demand  for  specie  has  ceased. 

True,  the  safeguard  against  over-issues  which  "  con- 
vertibility" affords  would  be  temporarily  withdrawn: 
but  it  does  not  necessarily  follow  that  over-issues  would 
take  place, — that  the  value  of  the  currency  would  be 
depreciated  below  its  former  level.  In  judging  of  this 
matter,  we  must  not  coiifound  two  very  different  things. 
Issues  of  State  paper-money — in  the  form  of  assignats , 
or  greenbacks — always  depreciate  the  currency:  not 
necessarily,  it  may  be,  but  practically  this  has  always 
been  the  result.    Why  ?     Because  those  State-notes  are 

*  For  example,  this  is  what  actually  occurred  in  the  United  States 
in  1857.  Moreover,  the  notes  of  the  New  York  banks  circulated 
freely  at  par — they  were  actually  as  good  as  English  sovereigns  or 
American  eagles— during  the  whole  time  of  the  suspension  of  pay- 
nients  in  specie. — Yide  supra,  p.  228. 
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an  addition  to  the  ordinary  currency, — and  the  Govern- 
ment can  issue  any  amount  of  them  it  pleases. 

On  the  other  hand,  as  we  have  previously  shown,*  a 
temporarily  inconvertible  Banking-currency  is  not  so 
prone  to  such  depreciation.  In  fact,  we  question  whether 
any  depreciation  of  the  currency  would  take  place,  owing 
to  the  note-circulation  being  made  temporarily  incon- 
vertible, so  long  as  the  notes  were  issued  by  banks,  and 
not  by  the  State.  The  notes,  no  doubt,  might  cease  to  be 
equal  in  value  to  specie, — but  this  can  occur  only  when 
specie  has  exceptionally  and  temporarily  risen  in  value. 
At  such  times,  specie  loses  its  prime  quality  as  currency 
— namely,  its  steadiness  of  value ;  and  still  to  adhere  to  it, 
in  such  circumstances,  is  to  forget  the  real  use  of  money, 
as  the  measure  of  value.  The  fact  that  a  bit  of  metal 
was  once  a  pint-pot  is  certainly  no  reason  for  continu- 
ing to  use  it  as  a  measure  after  its  cubical  capacity  has 
been  altered.  To  adhere  (if  adherence  were  practicable) 
to  specie-payments  in  those  highly  exceptional  periods, 
would  be  to  adhere  to  a  means  which  has  become  inef- 
fective, and  which,  in  fact,  has  ceased  to  be  a  (proper) 
means  at  all.  Logically  absurd,  the  process,  at  the 
same  time,  would  be  practically  disastrous.  It  would 
sacrifice  alike  the  interests  of  the  community  and  the 
power  of  the  State. 

Proposed  Plans  for  an  Inconvertible  Currency. 

So  much  for  the  general  question.    As  regards  the 
proposals  now  made  for  a  reform  of  our  monetary  system 
by  means  of  an  inconvertible  State-currency,  what  is 
*  Supra,  p.  299,  300. 
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proposed,  in  order  to  keep  steady  the  measure  of  value, 
is  an  issue  of  notes  inconvertible  into  specie,  but  valid 
in  payment  of  taxes  and  of  all  other  payments  to  or 
by  the  State,  and  made  a  legal  tender  in  all  payments 
between  man  and  man.  There  are  various  forms  in 
which  such  a  proposal  has  been  made ;  but  these  (so 
far  as  they  are  entertainable  at  all)  may  be  summed  up 
under  two  heads : — 

Firstly,  there  is  the  proposal  that  such  an  issue  of  in- 
convertible State-notes  should  be  made  to  the  amount  of 
each  year's  taxation ;  the  notes  being  cancelled  when 
received  by  the  State  in  payment  of  taxes,  and  fresh 
notes  issued  to  the  amount  of  the  next  year's  taxation. 
Such  a  plan  is  manifestly  based  on  the  idea  that,  if  the 
Government  taxation  amounts  to  70  millions,  an  equal 
amount  of  notes  will  be  needed  in  payment  of  taxes. 
But  every  practical  man  knows  that  this  idea  is  totally 
unfounded.  At  present,  of  the  70  milHons  of  taxation, 
certainly  not  one-tenth  part  is  paid  in  notes, — nine- 
tenths  being  paid  to  the  tax-collectors  either  in  bank- 
cheques  or  in  coin.  And  even  if  the  inconvertible 
State-notes  were  to  be  for  £1,  still  probably  one-half  of 
the  taxation  would  be  paid  in  cheques  and  coiu.  In 
fact,  the  amount  of  the  Government  taxation  is  no  in- 
dex whatsoever  to  the  amount  of  money  (notes  and  coin) 
required  in  revenue-payments :  so  that  the  principle 
upon  which  this  proposal  is  based  is  wholly  fallacious. 

Secondly,  It  has  been  proposed  that,  instead  of  mak- 
ing those  inconvertible  State-issues  equal  iu  amount 
to  each  year's  Government  taxation,  only  a  fixed 
amount  (say  20  millions)  of  such  notes  be  issued.     Not 
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to  raise  theoretic  difficulties,  we  may  say  frankly  that 
we  have  no  doubt  that  such  notes  would  circulate  as 
freely  as  bank-notes  convertible  into  specie  on  demand. 
Neither  shall  we  lay  stress  upon  the  fact  that  such  in- 
convertible issues  would  import  another  anomaly  into 
our  already  sufficiently  anomalous  monetary  system. 
The  banks,  when  a  depositor  applied  to  them  for  pay- 
ment of  a  certain  sum  in  specie,  would  be  entitled  to 
refuse,  and  would  give  him  simply  those  inconvertible 
State-notes,  leaving  him  to  provide  himself  with  specie 
as  he  best  could.  But,  putting  aside  such  objections, 
what,  after  all,  would  such  a  system  accomplish  ?  It 
would  be  a  monetary  gain  of  so  many  millions  to  the 
State  ;  but  it  would  not  be  of  the  slightest  use  as  a 
remedy  for  our  monetary  difficulties. 

It  is  quite  obvious  that  an  issue  of  inconvertible 
notes  would  effect  a  gain  to  the  State,  equal  to  the 
amount  of  those  note-issues.  It  is  also  true  that,  if 
the  amount  of  the  note-issues  were  kept  clearly  within 
the  amount  of  currency  required  by  the  country,  those 
State  -  notes  (although  not  legally  convertible  into 
specie)  would  circulate  as  freely  as  the  convertible 
notes  now  issued  by  the  banks.  But  this  gain  to  the 
State  would  be  just  like  that  upon  any  issue  of  incon- 
vertible paper-money, — ^like  the  assignats  of  France  or 
the  greenbacks  of  America,  which  were  issued  under 
the  pressure  of  a  great  national  emergency,  and  as  a 
means  of  raising  forced  loans  from  the  community. 
Every  one  knows  how  liable  such  a  system  is  to  abuse. 
But  even  supposing  it  were  not  abused — even  supposing 
that  no  more  State-notes  were  issued  than  would  natu- 
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rally  circulate  at  par  with  the  specie  which  they 
represent, — still  it  is  obvious  that  such  a  gain  can  be 
made  only  once.  Those  notes,  being  a  legal  tender, 
would  take  the  place  of  coin.  The  banks  would  be 
entitled  to  pay  the  State-notes  to  their  depositors  in- 
stead of  specie  :  accordingly,  the  banks  would  keep  less 
specie  on  hand  than  at  present :  and  the  coin  so  dis- 
placed would  be  exported,  or  partially  absorbed  in 
jewellery  and  ornamentation,  so  as  to  be  rendered  un- 
available for  further  use  as  currency.  Such  a  gain, 
therefore,  we  repeat,  could  be  made  only  once ;  and 
hence  it  ought  to  be  reserved  (as  has  been  the  case  with 
all  such  inconvertible  State-issues  in  other  countries)  as 
a  resource  in  great  national  emergencies. 

This  gain  to  the  State  is  the  only  advantage  which 
such  a  system  could  accomplish.  The  system  would 
not  diminish  in  the  slightest  degree  the  defects  of  our 
present  monetary  system.  It  would  not  help  us  in  the 
least  to  meet  the  fluctuations  in  the  supply  of  gold 
which  constitute  the  root  of  our  ever-recurring  diffi- 
culties. It  would  certainly  set  loose,  once  for  all,  a 
certain  amount  of  gold  at  present  held  by  the  banks : 
but  that  gold  would  thereupon  disappear  from  the  cir- 
culation: and  thereafter  we  should  be  in  no  better 
plight  (if  not  in  a  worse  one)  than  before,  when  a  foreign 
drain  of  gold  took  place. 

Hence,  as  a  plan  of  monetary  reform — as  a  means  of 
remedying  the  defects  of  our  present  monetary  system 
(and  it  is  solely  in  this  Light  that  they  are  advocated), — 
the  above-stated  plans  for  an  issue  of  inconvertible  State- 
notes  are  wholly  worthless.     They  are  quite  incapable 
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of  meeting  the  variations  which  so  frequently  take 
place  in  the  requirements  for  currency.  Whether  the 
issue  of  those  inconvertible  notes  were  to  vary  with  the 
Government  expenditure,  or  were  to  be  fixed  in  amount, 
the  root  of  the  evil,  the  chief  cause  of  the  present 
changes  in  the  measure  of  value,  would  remain  wholly 
unaffected.  In  both  cases  there  would  be  a  gain  to  the 
State — and  more  or  less  to  the  community, — as  these 
notes  would  take  the  place  of  an  equal  amount  of  coin ; 
but  in  neither  case  would  there  be  any  remedy  for  the 
fluctuations  in  the  value  of  the  currency,  which  in  both 
cases  is  the  special  object  sought  to  be  attained. 

A  Better  Plan. 

Neither  of  those  plans,  we  say,  is  admissible,  seeing 
that  they  afford  no  remedy  for  the  great  variations  in 
the  value  of  the  currency,  which  are  the  worst  evils  of 
the  present  system.  But  there  is  one  way — as  we  shall 
now  show — in  which  a  State-issue  of  inconvertible  notes 
might  be  adopted  so  as  to  remedy  this  defect,  by  insuring 
stability  in  the  value  of  the  currency.  It  is  as  follows : — 
In  the  first  place,  the  State  must  issue  these  notes  to  the 
banks, — leaving  the  banks  thereafter  to  issue  them  to  the 
public  in  the  form  of  loans  and  discounts,  to  an  amount 
corresponding  with  the  actual  requirements  of  the  com- 
munity. Secondly,  the  conditions  of  issue  by  the  State 
should  be  that  the  banks,  in  exchange  for  a  supply  of 
those  notes,  shaU.  deposit  with  the  State  an  equal  (or 
somewhat  larger)  amount  of  Government  securities. 
The  notes,  since  they  would  thus  come  to  represent 
Government  Debt,  would  be  received  by  the  State  in 
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payment  of  taxation,  &c. ; — on  this  ground,  and  also 
because  their  substantial  value  is  secured  by  a  deposit 
of  State-securities,  they  may  also  be  made  a  legal  tender 
throughout  the  community  ;  and  finally,  in  the  event  of 
a  bank  becoming  insolvent,  the  State  wiU  return  to  the 
creditors  the  Government  securities  which  the  insolvent 
bank  had  deposited  in  exchange  for  the  notes.  Thirdly, 
all  the  banks  would  then  hold  their  reserves  (as  a 
means  of  securing  a  supply  of  notes)  in  Consols,  instead 
of  by  a  credit  at  the  Bank  of  England.  Each  bank,  in 
short,  would  then  keep  its  own  reserve  (which  is  the 
right  plan) ;  and,  moreover,  this  course  would  be  more 
profitable  for  the  banks  than  the  present  system,  inas- 
much as  they  would  get  3  per  cent  interest  upon  their 
reserves  (as  interest  on  their  stock  of  Consols),  instead 
of  no  interest  at  all,  as  is  the  case  with  the  amount 
which  they  keep  in  reserve  in  the  Bank  of  England. 

Now  let  us  see  how  such  a  system  would  work. 

1.  The  banks,  as  a  whole,  would  hardly  require  to 
make  any  addition  to  their  stock  of  Government  securi- 
ties. The  Bank  of  England  at  present  holds  fully  27 
millions  of  Government  stock  (15  millions  ia  its  Issue 
department,  and  fully  12  in  its  Banking  department) ; 
and  the  other  banks  of  the  kingdom,  taken  together, 
probably  hold  at  least  15  'millions  of  Government 
securities ; — in  all,  fuUy  42  millions,  which  is  more  than 
equal  to  the  whole  amount  of  bank-notes  at  present  re- 
quired by  the  community.  But  even  say  that  the  banks 
were  to  keep  ten  millions  more  in  the  form  of  Govern- 
ment securities  than  at  present,  as  a  reserve  for  supply- 
ing themselves  with  notes :   this  amount  would  suffice 
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to  meet  the  largest  possible  increase  in  the  monetary 
requirements  of  the  community, — and  yet  the  gradual 
purchase  of  this  amount  of  Consols  by  the  various 
banks  would  be  so  small  an  affair,  that  it  would  make 
no  appreciable  change  in  the  price  of  the  Funds.  If 
the  National  Debt  of  this  country  were  of  small  amount, 
the  purchase  of  Consols  necessary  on  the  adoption  of 
the  new  system  might  have  a  considerable  effect  on  the 
price  of  the  Funds :  though  only  in  a  beneficial  form — 
namely,  by  enhancing  their  price,  by  increasing  the 
demand  for  them ;  but  this  effect  (which  some  persons 
might  object  to,  even  though  it  is  beneficial  to  the 
State)  could  not  be  produced  by  the  gradual  purchase 
of  merely  ten  millions  of  Consols  by  the  banks,  seeing 
that  the  amount  of  the  Funds  is  so  great  (nearly  800 
millions),  and  also  that  upwards  of  200  millions  of  this 
Government  stock  are  sold  and  bought  every  year  even 
in  ordinary  times. 

2.  The  banks  would  obtain  3  per  cent  interest  on 
their  stock  of  Government  securities, — just  as  any  pri- 
vate person,  or  non-trader,  would  do;  and  thereafter 
they  would  obtain,  as  profit  on  their  issue-business, 
the  amount  of  the  Bank-rate,  minus  the  costs  of  this 
kind  of  business. 

3.  Whatever  might  be  the  fair  rate  of  profit  on  such 
note-issues  (which  would  soon  be  settled  by  the  action  of 
free  competition  among  the  banks),  one  important  result 
would  be  accomplished.  The  bank-rate  would  remain 
steady.  The  cost  to  the  banks  of  obtaining  a  supply 
of  notes  would  always  be  the  same, — hence  their  power 
of  supplying  these  notes  to  the  public  would  always  be 
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the  same :  as  a  natural  consequence,  their  charge  for 
the  supply  would  likewise  be  the  same  at  all  times. 
Of  course,  this  would  not  prevent  banks  charging  a 
higher  rate  than  the  ordinary  one  for  risky  loans, — if 
they  chose  to  engage  in  such  business ;  just  as  they  at 
present  charge  for  such  advances  higher  terms  than  the 
"bank-rate,"  or  ordinary  charge  for  banking-accommo- 
dation. But  the  ordinary  charge,  or  bank-rate,  under 
this  new  system,  would,  owing  to  the  causes  above 
stated,  be  always  steady,  if  not  absolutely  uniform. 

4.  As  a  corollary,  or  concomitant  result  of  this  new 
system,  the  amount  of  the  currency  would  always  be 
exactly  commensurate  with  the  requirements  of  the 
community, — increasing  or  diminishing  with  the  varia- 
tions in  those  requirements:  so  that  the  measure  of 
value  would  be  maintained,  free  from  aU  fluctuations. 
The  public  would  never  take  more  notes  than  they 
required  from  the  banks,  seeing  that  they  have  to  pay 
for  a  supply  of  those  notes;  whUe  the  banks  have  a 
direct  interest  in  keeping  the  rate  of  discount  as  high 
as  possible. 

5.  Under  this  system,  the  precious  metals  (gold  and 
silver)  would  resume  their  natural  place  as  ordinary 
commodities.  They  would  be  bought  and  sold  just  like 
corn,  cotton,  coal,  or  iron.  Like  these  and  all  other 
commodities,  they  would  sometimes  rise  in  value,  some- 
times fall.  But  those  variations  in  their  market-price 
would  no  longer  suffice  to  alter,  as  at  present,  the 
measure  of  value, — which  would  then  be  simply  the 
State -secured  note -circulation.  The  note -circulation 
would  then  remain  perfectly  steady  in  value,  and  the 
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contracts  between  man  and  man  would  be  freed  from 
the  anomalies  produced  by  the  present  variations  of  the 
currency.  Men  would  then  have  no  more  difficulty  in 
providing  themselves  with  gold  or  silver  than  they  have 
at  present  in  buying  corn  or  cotton,  or  any  other  kind 
of  property. 

Such,  in  brief,  is  a  very  effective  plan  of  monetary 
reform,  upon  the  basis  of  a  system  of  a  State-secured 
inconvertible  currency.  Since  several  writers,  both  at 
present  and  in  past  times,  have  suggested  the  adoption 
of  an  inconvertible  currency-system,  in  various  ways,  all 
of  which  appear  to  us  objectionable  and  unworkable, 
we  propound  this  plan  of  our  own,  as  one  which  not 
only  renders  the  adoption  of  an  inconvertible  currency 
perfectly  practicable,  but  in  many  respects  advan- 
tageous. At  the  same  time  we  need  not  give  an 
exposition  of  this  plan  in  detail,  for  we  do  not  believe 
that  the  country  is  ripe  for  such  a  system:  nor  is  so 
great  a  change  requisite  to  put  our  monetary  system  on 
a  satisfactory  footing.  Hence  it  is  not  in  this  form  that 
we  advocate  a  change  in  our  monetary  laws. 


A  CONYERTIBLE  BAFKIFG-CURRENCy. 

Under  a  system  of  monopoly,  the  State  is  not  only 
justified  in  interfering  with  the  Bank-rate,  but  it  is 
imperatively  called  upon  to  do  so  in  the  interests  of 
the  community.  This  principle  is  fully  recognised  and 
acted  upon  in  Prance  and  Belgium,  in  each  of  which 
countries  the  power  of  issuing  notes  is  confined  to  one 
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privileged  bank.  In  those  countries,  the  State,  while 
conferring  this  monopoly,  takes  care  to  prevent  its 
abuse.  The  Banks  of  France  and  Belgium  are  not 
allowed  to  profit  by  charging  more  than  6  per  cent 
upon  their  business-transactions — upon  the  loans  and 
discoimts  which  they  make  to  the  public.  If  they 
think  it  needful  for  their  own  safety  to  charge  more 
than  this  rate,  they  are  perfectly  at  liberty  to  do  so ; 
but  their  shareholders  are  not  allowed  to  pocket  the 
gains  made  by  this  extra  charge.  After  the  crisis  of 
1857,  the  Bank  of  France  for  some  years  adopted  the 
practice  of  the  Bank  of  England,  in  raising  its  charge 
for  banking-accommodation  whenever  a  drain  of  specie 
occurred,  though  it  never  carried  out  this  practice  to  the 
same  extent  as  the  Bank  of  England.  But  experience  has 
shown  the  fallaciousness  of  this  system,  and  for  three 
years  past  the  Bank  of  France  has  repudiated  it — nor  is 
it  likely  that  it  will  ever  again  have  recourse  to  it.  The 
Bank  of  France  has  found  (what  is  also  sufficiently 
proved  by  the  experience  of  the  Bank  of  England)  that 
a  great  elevation  of  the  bank-rate  has  no  effect  in 
attracting  specie  from  other  countries,  yet  produces 
widespread  distress  at  home.  In  fact,  a  great  elevation 
of  the  bank-rate,  by  ruining  traders  and  shaking  credit, 
actually  intensifies  in  some  cases  the  foreign  drain  of 
specie,  by  destroying  the  credit  of  bills,  and  thereby 
inducing  other  countries  to  demand  payment  from  us 
in  specie  instead  of  in  bills. 

A  monopoly  of  the  right  of  issuing  banking-currency 
in  the  form  of  notes  exists  also  in  this  country,  though 
not  to  the  same  extent  as  in  France ;  yet  the  State 
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takes  no  means  of  guarding  against  the  abuse  of  this 
monopoly.  The  right  of  issuing  bank-notes  is  restricted 
to  those  banks  which  issued  notes  previous  to  1844; 
and  the  restriction  has  also  been  made  in  such  a  way 
as  to  give  a  practical  monopoly  to  the  Bank  of  England. 
No  other  great  bank  in  England  is  allowed  to  issue 
notes  at  all :  it  is  only  the  small  banks  in  the  provinces 
which  are  permitted  to  issue  notes;  and,  moreover, 
they  are  not  allowed  to  extend  their  issues  upon  any 
terms  beyond  the  average  of  their  note-circulation  in 
1844.  The  great  London  banks,  which  alone  could 
effectually  compete  with  the  Bank  of  England,  are 
entirely  prohibited  from  issuing  notes  of  their  own: 
they  have  to  go  to  the  Bank  of  England  for  a  supply  of 
notes  whenever  an  unusual  demand  for  such  currency 
takes  place.  The  Bank  of  England  is  allowed  to  issue 
15  millions  of  notes  upon  Government  securities, — a 
power  which  is  wholly  denied  to  all  its  great  rivals. 

Such  being  the  case,  the  State  would  be  perfectly 
justified  in  imposing  a  limit  upon  the  rate  of  profit 
which  the  Bank  of  England  makes  upon  its  loans  and 
discounts.  And,  if  the  present  system  were  to  be  main- 
tained, we  think  that  the  State,  in  the  interests  of  the 
community,  ought  unquestionably  to  take  this  course. 

But  we  look  for  a  remedy  in  another  direction.  The 
system  of  Monopoly  is  wholly  out  of  date :  it  has  been 
abolished  in  every  kind  of  trade  except  banking.  And 
we  are  confident,  not  only  that  the  system  of  monopoly 
ought  to  be  abolished  in  banking  also,  but  that  it  will 
be  so  abolished  at  no  distant  date.  Hence,  we  look  for 
a  remedy  of  the  great  fluctuations  and  inordinate  eleva- 
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tions  of  the  bank-rate  (which  have  been  the  bane  of  this 
country  since  1844) — not  to  a  system  of  regulated 
monopoly — ^not  to  a  perpetuation  of  the  present  system 
of  monopoly,  safeguarded  by  a  limit  imposed  by  the 
State, — but  to  the  abolition  of  monopoly  altogether,  and 
to  the  adoption  of  the  principle  of  free-trade  and  com- 
petition in  banking,  combined  with  certain  other  condi- 
tions, which  appear  to  us  rec[uisite  for  the  establishment 
of  a  perfect  system  of  Convertible  Banking-currency. 


XX. 

FREE-TEADE  IN  BANKING 


Freedom  and  competition  are  as  much  needed  in  bank- 
ing as  in  other  trades.  The  rate  of  discount,  the  charge 
for  money  on  loan,  can  only  be  maintained  at  its  natu- 
ral level  by  a  system  of  free-trade  in  banking, — ^by  a 
system  \mder  which  every  bank,  subject  to  the  same 
conditions,  shall  have  the  power  of  issuing  bank-notes 
in  answer  to  the  requirements  of  the  public :  so  that 
there  may  be  the  same  freedom  and  competition  in  the 
supply  of  banking-accommodation  as  there  is  in  all  other 
kinds  of  trade.  Such  an  abolition  of  the  present  system 
of  restriction  and  monopoly  in  our  monetary  affairs — 
such  an  application  of  the  principle  of  free-trade  to  bank- 
ing in  aU  its  functions — will  be  as  genial  in  its  effects 
upon  the  national  wellbeing  as  the  advent  of  spring, 
relaxing  the  icy  fetters  of  a  protracted  winter.  And 
if  it  be  accompanied,  as  we  trust  it  will,  by  the  adoption 
of  an  international  monetary  system,*  the  adoption  of 
*  See  infra,  Chap.  XXIII. 
Z 
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this  new  monetary  system  will  constitute  a  never-to-be- 
forgotten  era  in  the  ever-onward  progress  of  civilisation. 

What,  then,  are  the  conditions  under  which  a  system 
of  free-trade  in  banking  may  be  safely  and  advantage- 
ously adopted  ? 

The  issue  of  notes  is  a  natural  function  of  Banking.*  It 
has  been  an  essential  feature  of  banking  ever  since  the 
introduction  of  paper-money.  And  in  this  country,  the 
prime  object  for  which  banks  were  established,  and  their 
chief  function  untiL  in  recent  times,  was  the  issue  of 
notes.  Hence  without  an  equal  right  to  issue  banking- 
currency  (notes),  there  can  be  no  free-trade  in  banking. 

These  are  three  different  modes  in  which  a  free 
system  of  banking  can  be  established ;  and  in  order  to 
make  my  exposition  complete,  I  give  plans  consonant 
with  each  of  them. 

One  of  these  proceeds  on  the  basis  of  an  Inconvertible 
note-currency.  For  the  benefit  of  advanced  currency- 
reformers,  and  also  with  a  regard  to  the  future,  I  have 
given  a  plan  of  this  kind  in  the  previous  chapter. -f  The 
other  two  plans  proceed  on  the  basis  of  a  Convertible 
note-currency :  and  I  shall  now  state  them. 

One  of  these  is  to  revert  to  the  old  and  long-estab- 
lished system  in  this  country,  under  which  banks  were 
allowed  to  issue  notes  as  a  natural  part  of  their  business, 
— but  with  a  new  condition,  to  the  effect  that  the  notes 

*  Vide  supra,  p.  119-22,  and  272-73. 

"t*  The  principles  of  an  Inconvertible  currency-system— namely,  of  a 
currency  invested  with  independent  value,  and  not  based  upon  specie — 
were  fully  discussed  in  the  chapter,  "What  is  a  Pound  ? "  in  my  work 
on  the  Economy  of  Capital,  p.  444-56, — which,  as  there  stated,  was  a 
reprint  from  a  previous  publication  of  mine  in  1868. 
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sHall  hereafter  constitute  a  first  claim  upon  tlie  assets  of 
the  bank  which  issues  them.  For  my  own  part,  this 
condition  seems  to  me  all  that  is  requisite  to  be  imposed 
upon  the  banks  as  they  now  exist.  In  Scotland,  where 
banking  was  left  perfectly  free  from  the  first,  the  note- 
circulation  proved  perfectly  trustworthy  throughout  the 
century  and  a  half  prior  to  1844.  And  though  the  case 
was  different  in  England,  this  was  entirely  due  to  the 
monopoly  of  joint-stock  banking  obtained  by  the  Bank 
of  England  in  1708, — which  monopoly  prevented  the 
establishment  of  large  banks.  In  consequence,  instead 
of  banking  being  conducted  in  England  (as  in  Scotland) 
by  a  comparatively  small  number  of  great  banks,  with 
branches  all  over  the  country,  a  multitude  of  petty 
banks  sprang  up,  with  no  resources  adequate  to  with- 
stand the  slightest  monetary  pressure.  At  one  time, 
we  believe,  there  were  nearly  a  thousand  of  these  petty 
banks  in  England  ;  and,  as  a  matter  of  course,  they  gave 
way  in  scores  whenever  a  crisis  occurred.  The  banks 
which  thus  fell,  it  is  true,  were  not  all  insolvent, — that 
is  to  say,  many  of  them  had  assets  equal  to  their  liabil- 
ities :  but  then,  they  held  no  reserves  adequate  to  pro- 
vide themselves  with  more  specie  when  a  run  upon 
them  took  place  for  payment  of  their  deposits, — the 
deposits,  and  not  the  note-issues,  being  the  prime  cause 
of  their  fall.  This  was  the  true  cause  of  the  unsound- 
ness of  the  English  banking-system,  and  consequently 
of  the  English  note-currency.*  Had  banking  in  Eng- 
land been  left  free,  as  it  was  in  Scotland,  it  would 
doubtless  have  attained  the  same  happy  results.  Get 
*  Vide  supra,  p.  276-78. 
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sound  iDanks,  and  the  soundness  of  the  note-circulation 
naturally  follows. 

The  English  banks,  we  helieve,  although  still,  as  a 
whole,  inferior  in  solidity  to  those  of  Scotland  and  Ire- 
land, are  sufficiently  strong  to  be  intrusted  with  the 
right  to  exercise  their  natural  function  of  issuing  notes. 
Among  the  English  provincial  banks  of  issue  are  to  be 
found  establishments  as  small  as  any  other  banks  in  the 
kingdom.  Yet  the  note-circulation  of  the  English  pro- 
vincial banks  maintained  its  credit  unshaken  during  the 
terrible  crisis  of  last  year,  and  also  during  the  previous 
crises  of  1847  and  1857.  Hence  I  believe  that  the 
right  of  issue  might  be  restored  to  all  the  English  banks, 
with  no  other  condition  than  that  the  notes  should  rank 
as  a  first  claim  upon  the  assets  of  the  banks.  In  truth, 
with  the  exception  of  the  Bank  of  England,  the  notes 
are  but  a  mere  driblet  of  a  bank's  liabilities :  so  that 
even  in  the  case  of  a~  thoroughly  bad  failure,  they  could 
be  paid  at  once  out  of  the  assets  of  the  fallen  bank. 
And  if  thus  secured,  by  a  priority  of  claim,  the  credit  of 
the  notes  as  currency  would  not  be  questioned. 

I  might  adduce  other  arguments  in  support  of 
this  plan,  and  especially  the  evidence  of  facts,  drawn 
from  the  experience  of  other  countries,  as  well  as  of 
our  own.  I  might  also  suggest,  as  an  additional  safe- 
guard, the  adoption  of  measures  for  the  further  strength- 
ening of  the  English  banks  by  the  process  of  consolida- 
tion— to  be  afterwards  mentioned.  But  it  is  needless  to 
develop  this  plan  in  detail,  as  it  is  not  the  one  which, 
with  deference  to  existing  circumstances,  I  prefer  to  re- 
commend.    In  questions  relating  to  the  currency,  above 
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all  others,  it  is  necessary  to  take  into  careful  account 
the  prevailing  sentiments — even  if  they  be  but  pre- 
judices. Accordingly,  while  I  think  it  right  to  submit 
in  outliae  the  two  above-stated  plans  of  currency-re- 
form, the  scheme  which  I  propose  for  immediate  adop- 
tion (and  which  was  briefly  suggested  in  my  previous 
work*)  is  one  by  which  the  system  of  free-trade  in 
banking  is  carefully  safeguarded,  and  put  in  harmony 
with  the  sentiments  as  well  as  with  the  wants  of  the 
public. 

Let  us  proceed,  then,  to  show  alike  the  principles  and 
the  provisions  of  the  new  monetary  system  which  we 
propose  as  one  in  full  harmony  with  the  spirit  of  the 
times  and  the  requirements  of  the  community. 

As  regards  the  Deposits  in  banks,  it  is  allowed  on  all 
hands  that  legislative  interference  is  unjustifiable,  and 
would  be  injurious.  It  would  be  as  much  out  of  place 
for  the  State  to  make  banks  find  security  for  their  de- 
posits, as  it  would  be  for  the  State  to  make  a  demand 
upon  a  merchant  to  give  public  security  for  the  sol- 
vency of  his  operations.  The  deposit  of  capital  with  a 
bank  is  as  volimtary  an  act  as  the  sale  of  goods  to  a 
merchant  upon  credit.  In  the  one  case,  as  in  the 
other,  the  transaction  is  a  purely  voluntary  one, — as  to 
the  expediency  of  which  individuals  must  judge  for 
themselves.  This  was  the  opinion  decidedly  expressed 
by  Sir  K.  Peel  in  1844,  and  there  cannot  be  a  doubt  as 
to  its  correctness. 

But  the  issue  of  notes  stands  on  another  footing. 
*  See  tile  Econmny  of  Cajpilal,  p.  357-58. 
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Bank-notes  are  currency;  and  althougli  any  man  may 
de  jure  be  at  liberty  to  refuse  to  accept  them  in  pay- 
ment, de  facto  they  must  be  so  accepted,  if  trade  is  to 
be  carried  on  in  its  usual  course.  Hence  the  State  is 
entitled  to  take  means  to  insure  the  validity  of  bank- 
issues,  seeing  that  these  notes  constitute  a  large  portion 
of  the  currency  of  the  country,  and  that  any  doubt  as 
to  their  value  would  produce  a  widespread  embar- 
rassment. Accordingly,  while  adopting  a  system  of 
perfect  freedom  of  issue,  as  the  only  means  of.  main- 
taining the  measure  of  value  and  the  rate  of  interest 
in  their  natural  condition,  measures  should  be  taken  to 
secure  the  value  of  those  note-issues  by  an  adequate 
guarantee.  And  such  a  system  can  be  most  fuUyattained 
by  the  issue  of  notes  convertible  into  coin  (as  at  pre- 
sent) by  the  banks  which  issue  them,  but  also  based 
upon  an  equal  amount  of  State-securities, — combined 
with  perfect  freedom  of  competition  in  the  issue  and 
employment  of  those  notes. 

The  general  principle  of  such  a  system  would  be  as 
follows : — That  the  State  Office  be  empowered  to  issue 
notes  to  any  bank  which  purchases  and  deposits  with 
it  an  equal  (or  somewhat  larger)  amount  of  Govern- 
ment securities.  These  Government  securities,  or  any 
portion  of  them,  to  be  returned  to  the  bank  (or,  in  the 
case  of  a, bank's  insolvency,  to  the  note-holders)  on  its 
giving  back  the  notes  issued  upon  the  deposit  of,  and 
in  exchange  for,  these  securities. 

All  banks  alike  to  have  an  equal  right  to  a  supply  of 
notes  upon  these  terms.  And  each  bank  to  be  bound 
to  maintain  the. convertibility  of  its  issues, — in  other 
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■words,  to  pay  its  notes  in  specie  when  required  to  do 
so.  But  the  State  to  fix  no  rules  for  the  amount  of 
specie  to  be  held  by  any  bank.  In  point  of  fact,  a  fixed 
rule  woTild  be  inapplicable,  and  wholly  mischievous. 
The  circumstances  of  each  bank  are  so  different  that  a 
rule  which  might  be  proper  for  some  banks  would  be 
quite  inapplicable  to  others.  The  cases  would  differ, 
mainly  from  the  different  nature  of  the  business  carried 
on  by  each  bank, — some  banks,  owing  to  the  class  of 
customers  who  deal  with  them,  being  more  liable  to 
a  demand  for  gold  in  payment  of  loans  and  of  dis- 
counted biUs  than  others.  But  also,  there  is  this 
great  point  to  be  kept  in  view.  The  proportion  of 
specie  requisite  to  support  a  note-circulation  is  not  a 
fixed  quantity,  but  varies  with  the  circumstances,  and 
especially  with  the  extent,  of  each  bank's  circulation. 
Experience  alone  can  show  the  proper  proportion  of 
specie  which  a  bank  must  keep  on  hand  to  insure  the 
convertibility  of  its  notes.  And  all  experience  shows 
that  the  larger  the  amount  of  a  bank's  note-issues,  the 
smaller  is  the  proportion  of  specie  actually  needed  to 
meet  the  demands  for  coin  in  payment  of  notes.  "What- 
ever be  the  amount  of  specie  requisite  to  support  a 
note -circulation  of  half  a  million  sterling,  a  much 
smaller  proportion  is  needed  to  cover  a  note-circula- 
tion, like  that  of  the  Banks  of  England  and  France, 
amounting  to  twenty  or  thirty  millions.  And  the  rea- 
son is  obvious.  Notes  are  only  needed  for  home  use ; 
and,  so  long  as  a  bank  is  known  to  be  thoroughly 
solvent  (or  when,  as  under  the  'New  System,  it  is  known 
that  the  value  of  the  notes  is  amply  secured),  the  pub- 
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lie  never  lose  faith  in  tlie  notes,  never  demand  pay- 
ment of  them  in  specie,  except  as  a  means  of  ohtaining 
"  change," — and  this  only  in  the  case  of  England,  where 
the  lowest  denomination  of  notes  is  £5.  Hence,  as  a 
matter  of  fact,  one-tenth  or  even  one-twentieth  of  specie 
suffices  to  insure  the  convertibility  of  the  note-issues  of 
the  Banks  of  England  and  France  as  perfectly  as  one- fifth 
of  specie  would  do  for  a  bank  whose  circulation  amoimted 
only  to  haK  a  million* 

Thus,  no  rule  can  be  laid  down  as  to  the  proportion 
of  specie  which  a  bank  should  keep  in  order  to  insure 
the  convertibility  of  its  note-issues.  The  proportion 
naturally  varies  with  the  circumstances  of  each  bank. 
And  for  the  Legislature  to  fix  the  amount  of  specie 
to  be  kept  by  banks  would  not  only  be  objectionable  as 
a  matter  of  principle,  but  productive  of  serious  injustice 
and  injury.  Let  the  substantial  value  of  every  bank's 
issues  be  secured  by  an  adequate  guarantee  (an  equal 
amount  of  Consols) ;  but  let  each  bank  look  after  the 
convertibility  of  its  notes  on  its  own  responsibility,  and 
in  the  manner  which  by  experience  it  finds  to  be  best. 

Under  such  a  system,  the  Validity  of  the  Note  would 
be  amply  insured.  The  notes  would  be  secured  by  a 
more  than  equal  amount  of  Government  stock — the 
steadiest  and  most  readily  convertible  of  all  kinds  of 
property — kept  in  a  State  OfiBce,  and  especially  appro- 

*  As  will  be  observed,  we  are  here  speaking  only  of  the  Note-issues 
and  the  cashing  of  Notes.  As  we  have  fully  pointed  out  elsewhere 
(p.  150-52  and  162),  all  the  great  demands  upon  the  banks  for  specie 
arise  in  connection  with  their  Deposits  and  Discount-business,  and 
would  take  place  to  the  same  extent  though  the  banks  did  not  issue 
notes  at  all. 
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priated  for  the  note-holders,  whoever  they  might  be: 
so  that  eyen  in  times  of  panic  and  banking-failures  the 
notes  would  stiU  circulate  freely, — the  "  cashing "  of 
notes  at  such  times  (which  even  at  present  is  quite 
trifling)  then  ceasiug  altogether,  or  nearly  so.  At  the 
same  time  the  convertibility  of  these  notes  would  be  as 
perfect  as  now, — ^the  banks  being  bound  to  pay  specie 
for  them  on  demand,  under  penalty  of  bankruptcy. 

The  other  great  requisite  of  a  monetary  system — 
namely,  the  Steadiness  of  the  Measure  of  Value — ^would 
also  be  secured  to  a  greater  degree  by  this  new  system 
than  in  any  other  way.  The  State  would  have  no  power 
of  itself  to  increase  or  diminish  the  paper-money  of  the 
country.  And  the  banks  would  have  no  motive  for  getting 
notes  from  the  State  except  in  response  to  an  adequate 
demand  on  the  part  of  the  public.  In  this  way  we  should 
escape  the  defects  of  a  purely  State-currency,  which  is 
always  liable  to  an  excess  of  note-issues, — owing  to  the 
inducement  which  a  State  has  to  meet  any  extraordinary 
expenditure  by  means  of  an  issue  of  its  own  notes,  in  lieu 
of  contracting  loans.*  And  we  should  equally  escape  the 
evils  of  a  monopoly  of  the  right  of  issue,  such  as  now 
prevails  in  this  country :  under  which  there  is  a  ten- 
dency to  contract  the  currency,  in  order  to  enhance  the 
value  of  the  commodity  (money)  in  which  banks  deal, 
— banks  haviag  as  great  an  interest  in  keeping  money 
scarce  as  farmers  have  in  limiting  the  supply  of  corn. 

Under  the  system  now  proposed,  the  community  itself 
would  regulate  the  amount  of  the  currency.  There 
would  be  neither  more  nor  less  paper-money  in  circu- 
*  Vide  supra,  p.  296-97. 
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lation  tHan  the  community  desired.  Unless  more  cur- 
rency were  required,  the  public  would  not  take  any 
additional  amount  of  notes  from  the  banks.  Such  an 
addition  to  the  currency  could  only  take  place  in  the 
form  of  loans  and  discounts ;  and  the  public,  it  is  obvi- 
ous, would  not  pay  for  loans  unless  more  money  were 
required.  Neither  would  loans  be  taken  from  any  bank 
whose  credit  was  not  good :  for  of  what  use  to  the 
borrower  could  be  a  loan  in  notes  if  those  notes  would 
not  circulate  ? 

Hence  such  a  system  as  we  propose  would  respond 
perfectly  to  the  varying  wants  of  the  community,  and 
would  thereby  keep  steady  the  measure  of  value  in 
which  all  contracts  are  made ;  while  at  the  same  time 
it  would  secure  the  validity  of  the  currency,  alike  by 
the  new  State-security  upon  which  the  notes  would  be 
issued,  and  by  the  free  power  on  the  part  of  the  com- 
munity to  demand  gold  in  exchange  for  the  notes  from 
the  banks  which  issued  them.  The  whole  note-circula- 
tion of  the  country  would  thereby  be  placed  on  a  solid 
basis  ;*  and  at  the  same  time  the  currency  would  be 
allowed  to  expand  and  contract  freely  with  the  varying 
circumstances  of  the  community.  Every  bank,  we  re- 
peat, would,  as  at  present,  be  bound  to  pay  gold  for  its 
notes  and  deposits  when  required, — ^with  the  additional 
safeguard  that  all  the  notes  would  be  secured  by  an 
equal,  or  somewhat  larger,  amount  of  Consols. 

*  For  the  incongruous  conditions  of  issue  at  present  in  force,  see 
supra,  p.  270-71,  and  280-81. 
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Before  proceeding  further,  it  may  be  advantageous  to 
consider  the  objections  to  the  N'ew  System  which  may 
arise  in  the  mind  of  the  reader :  more  especially  as  in 
answering  these  possible  objections  we  can  best  give 
our  remaining  explanations. 

(1.)  As  our  system  proposes  that  the  banks,  while 
allowed  to  issue  notes  upon  the  Consols  which 
they  deposit  in  the  Government  Office;  should  at  the 
same  time  obtain  interest  upon  these  Consols  just  as 
a  private  individual,  or  non-trader,  would  do,  it  may 
be  objected  that  this  would  give  the  banks  of  issue  a 
double  profit  from  the  possession  of  Consols :  that  is 
to  say,  the  banks,  while  getting  the  usual  interest  on 
these  Government  securities,  would  also  get  a  profit  on 
the  notes  which  they  issued  upon  such  securities.  This 
objection  is  quite  untenable.  The  extra  profit  which 
the  banks  would  thus  make  upon  their  Consols  is  due 
to  the  fact  that  they  trade  with  those  securities, — they 
make  them  a  basis  of  their  issue-business.  This  is  only 
just :  it  is  only  what  occurs  with  all  wealth  invested  in 
trade.  The  man  who  invests  his  wealth  in  trade  does 
not  thereby  part  with  his  wealth, — he  transmutes  it 
(say)  into  a  factory ;  and  thereupon  he  obtains  not  only 
the  current  rate  of  interest  on  wealth  unemployed  by 
its  owner — say  3  or  4  per  cent, — ^but  5,  10,  or  even  20 
per  cent  in  addition,  as  a  profit  on  his  trading  with 
that  amount  of  wealth.  Or  again,  suppose  a  merchant 
keeps  a  balance  of  £1000  at  his  banker's ;  upon  this 
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security  (so  to  call  it)  the  tank  will  discount  bills 
for  Mm,  or  make  advances  to  Mm,  to  ten  times  that 
amount, — at  the  same  time  paying  to  him  interest  on 
that  balance.  So  that,  by  keeping  £1000  in  bank, 
he  can  trade  to  nine  times  more  than  that  amount ; — ■ 
by  which  means  the  profit  on  that  thousand  pounds  is 
nine  times  greater  than  if  he  kept  it  in  simple  deposit 
in  bank.  In  like  manner,  it  is  only  natural  that  banks 
which  deposit  Consols  with  a  State  Office  as  a  basis  of 
their  issue-business,  should,  in  addition  to  the  usual 
interest  on  those  securities,  obtain  a  tradingrprofit  upon 
the  amount.  Exactly  as  is  the  case  at  present  with  14 
millions  of  the  Government  securities  held  by  the  Bank 
of  England,  upon  which  as  a  basis  it  is  allowed  to  issue 
an  equal  amount  of  notes. 

(2.)  The  next  objection  which  may  be  started  is,  that 
under  such  a  system  the  note-circulation  might  become 
"  redundant."  "  Eedundancy  "  is  a  vague  phrase  ;  but 
the  only  practical  meaning  we  can  attach  to  it  is,  that 
the  note-circulation  would  become  depreciated  in  value 
compared  to  gold.  Yet  this  objection  is  obviously  un- 
tenable,— seeing  that  all  notes  issued  under  the  New 
System,  as  at  present,  are  to  be  convertible  into  gold  on 
demand.  Now,  whether  we  regard  the  question  theo- 
retically, or  by  the  light  of  experience,  it  is  impossible  for 
"  convertible  "  notes  ever  to  fall  below  the  value  of  the 
coin  which  they  represent,  and  into  which  they  are  con- 
vertible on  demand.  No  man  will  take  payment  from 
a  bank  in  notes  whose  value  is  below  par ;  and  if  such 
a  depreciation  took  place  in  notes  already  issued — i.  e., 
in  circulation, — the  moment  the  note-holder  found  that 


OBJECTIONS  MET.  365 

the  notes  would  not  buy  ias  much  property  (goods  or 
labour)  as  the  coins  which  they  represented,  he  would 
immediately  present  the  notes  at  the  bank  to  be  ex- 
changed for  specie.  This  is  so  obvious  that  no  more 
need  be  said. 

(3.)  But  there  is  another  form  which  this  objection 
may  take.  It  may  be  said  that  under  the  New  System 
the  Bank-rate  might  be  permanently  lowered, — i.e.,  the 
average  charge  for  banking- accommodation  might  be 
lower  than  under  the  present  system.  In  a  national 
point  of  view,  this  is  certainly  not  a  result  to  be  depre- 
cated. The  effect  would  simply  be  that  the  banks 
would  gain  less,  and  the  community  at  large  (or  at  least 
the  industrial  and  producing  classes)  would  gain  more. 
Trade  would  then  have  to  pay  a  less  proportion  of  its 
profits  to  the  banks  than  at  present.  In  so  far  as  this 
would  be  a  consequence  of  the  New  System,  the  National 
Industry  would  be  greatly  benefited.  A  steady  low 
rate  of  discount  is  the  greatest  adjuvant  of  Trade  and 
of  Production  which  any  country  can  possess.  Cceteris 
paribus,  the  country  where  the  rate  of  discount  is  lowest 
has  an  advantage  above  all  its  neighbours,  alike  socially 
and  commercially :  it  can  give  more  employment  to  the 
working-classes,  and  it  can  command  the  markets  of  the 
world  by  supplying  goods  more  cheaply  than  any  of  its 
neighbours  can  do.*  Hence,  even  were  this  objection 
well-founded,  it  would  constitute  a  very  strong  argu- 
ment in  favour  of  our  system. 

The  fact  that  the  New  System  would  render  impos- 
sible the  exorbitant  elevations  of  the  Bank-rate  which 
*  See  also  supra,  p.  189-91. 
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too  frequently  occur  in  tMs  country,  we  admit :  this, 
indeed,  is  one  of  the  great  advantages  for  the  sake  of 
which  we  so  urgently  advocate  its  adoption.  But  that 
the  New  System  would  lower  the  average  rate  of  dis- 
count in  this  country,  to  any  great  extent,  we  see  no 
reason  to  believe.  It  could  only  do  so  by  greatly  re- 
ducing the  profits  of  banking :  and  if  it  did  this,  what 
would  follow  ?  Simply,  that  less  capital  would  be  in- 
vested in  banking  than  at  present :  the  supply  of  bank- 
ing-accommodation would  be  reduced,  until  the  rate  of 
discount  rose  again  to  a  remunerative  point.  If  bank- 
ing in  this  country  can  be  carried  on  profitably  with  a 
permanent  Bank-rate  of  2  per  cent,  good  and  well :  so 
much  the  better  for  the  country.  If  not,  less  capital 
would  thenceforth  be  invested  in  banking-business,  till 
the  rate  rose  again  to  a  remunerative  level. 

This  really  disposes  of  the  objection.  But  let  us  con- 
sider the  grounds  upon  which  it  is  advanced.  It  may 
be  said, — Since  the  banks  get  3  per  cent  upon  the  Con- 
sols which  constitute  the  basis  of  their  note-issues, — 
and  since  the  costs  of  the  banks  in  connection  with  an 
issue-business,  and  also  of  keeping  gold  sufficient  for 
cashing  the  notes,  in  most  cases  would  not  exceed  1  per 
cent,* — ^it  might  be  advantageous  to  the  banks  to  issue 
notes  even  though  they  made  only  1  per  cent  of  profit 
on  this  part  of  their  business:  that  is  to  say,  they  might 
issue  their  notes  at  only  2  per  cent.  To  this  statement  we 
have  to  reply,  in  the  first  place,  that  this  rate  is  actually 

*  I  reckon  the  costs  of  the  Bank  of  England  in  connection  with  its 
note-circulation  at  1  per  cent ;  and  in  the  case  of  the  other  banks,  the 
cost  of  issue  would  prgbably  be  nearly  the  same.     See  Appendix. 
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higher  than  that  which  prevails  at  the  present  hour. 
The  Bank  of  England  itself  charges  no  more  than  2  per 
cent ;  and  the  other  London  banks  are  charging  only  1  ^  to 
1|.  And  yet,  so  far  from  the  country  being  inundated 
with  bank-notes,  the  banks,  even  upon  those  terms, 
cannot  get  the  public  to  take  loans  from  them  to  any- 
thing like  the  ordinary  amount, — the  loans  and  discounts 
of  the  Bank  of  England,  for  example,  being  at  present 
fully  20  per  cent  below  their  average  amount. 

In  the  second  place,  this  objection  proceeds  on  the 
idea  that  the  issue  of  notes  would  be  the  chief  source 
of  a  bank's  gains.  This  is  true  of  the  Bank  of  Eng- 
land ;  but  it  is  not  true  of  any  other  bank  ia  the  king- 
dom,— and  least  of  all  in  the  case  of  any  of  the  present 
banks  of  deposit  which  might  avail  themselves  of  the  new 
power  of  issue.  The  chief  profit  of  all  the  banks  (save 
the  Bank  of  England)  arises  from  their  Deposits.  Now 
if  a  bank  (say  the  London  and  Westminster)  were,  under 
the  New  System,  to  issue  notes  of  its  own,  it  is  true  it 
might  make  a  small  profit  by  issuing  those  notes  at  2 
per  cent :  but  what  would  follow  ?  "Why,  it  would  have 
to  lend  out  the  whole  amount  of  its  Deposits  at  the  same 
low  rate.  Hence,  in  ordinary  times,  it  would  make  a 
great  loss  by  so  doing.  Take  the  average  rate  of  dis- 
count at  4  per  cent,  and  say  that  the  London  and  West- 
minster Bank  were  to  get  a  mUlion  of  notes  of  its  own 
into  circulation  by  issuing  them  at  2  per  cent.  Taking  its 
profit  on  these  note-issues  at  1  per  cent,  the  gain  to  the 
bank  on  this  part  of  its  business  would  be  £10,000  per 
annum.  But  the  Bank  would  simultaneously  have  to  lend 
out  its  20  millions  of  Deposits  at  the  same  rate :  this  would 
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be  a  loss  of  2  per  cent  on  20  millions  =  £400,000  !  It  is 
needless  to  say  that  no  bank  "would  take  such  a  course. 
It  is  the  first  object  of  aU  banks  to  keep  the  rate  of  dis- 
count as  high  as  possible :  and  they  may  be  as  easily 
trusted  not  to  lend  their  money  too  cheaply  as  any 
other  class  of  traders  may  be  trusted  not  to  sell  their 
goods  at  too  low  a  price.  The  system  of  freedom  in 
banking  which  we  advocate  will,  by  means  of  competi- 
tion, tend  to  keep  the  Bank-rate  from  becoming  exor- 
bitant, but  it  cannot  possibly  make  the  banks  carry 
on  their  business  at  too  low  a  rate  to  be  profitable  to 
themselves. 

Experience  is  worth  a  bushel  of  theories :  and  what 
does  experience  in  this  matter  show  ?  For  a  century 
and  a  half,  the  banks  of  this  country  were  allowed  to 
issue  notes  of  their  own  without  restriction  as  to  amount, 
and  without  being  legally  obliged  to  keep  any  security 
for  their  notes  at  all.  Nevertheless,  even  under  that 
system  the  Bank-rate  never  fell  below  4  per  cent ! 
Moreover,  during  that  long  period,  the  note-business  of 
the  banks  was  far  larger  in  proportion  to  the  amount 
of  their  Deposits  than  at  present.  In  fact,  the  issue  of 
notes  at  that  time  was  the  main  source  of  a  bank's  pro- 
fits ;  so  that  the  banks  had  then  a  far  stronger  induce- 
ment to  get  out  their  notes  by  charging  a  low  rate  of 
discount,  than  now  (and  especially  under  the  New  Sys- 
tem, whereby  a  deposit  of  Consols  is  required),  when  the 
issue  of  notes  forms  but  a  very  small  portion  of  a  bank's 
gains.  When  a  bank  cannot  lend  aU  its  deposits  at 
4  per  cent,  why  should  it  still  further  lower  the  rate  by 
issuing  notes  at  2  per  cent  ? 
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It  is  a  striking  proof  of  the  want  of  practical  know- 
ledge wMch  exists  on  this  point,  as  indeed  in  almost  all 
departments  of  monetary  science,  that  one  of  our  most 
eminent  statesmen,  especially  eminent  in  financial  repu- 
tation, when  a  suggestion  was  made  to  him  for  the  adop- 
tion of  a  free  issue  of  "  convertible  "  notes  based  upon  a 
deposit  of  Government  securities  to  an  equal  amount, 
replied,  "Why,  there  are  800  millions  of  our  Government 
securities :  what  is  to  prevent  an  issue  of  notes  to  a  like 
amount  ? "  It  seemed  to  him  possible  (not  to  say  pro- 
bable) that  the  note-circulation  might  actually  be  in- 
creased to  the  extent  of  800  millions  !  It  is  needless  to 
point  out  the  absurdity  of  such  an  idea.  The  actual 
facts  relating  to  note-issues,  as  already  stated,  amply  de- 
monstrate that  there  can  be  no  over-issue  of  notes  which 
are  convertible  into  specie :  nay  more,  that  even  under  a 
system  of  inconvertible  banking-currency  (which  we  do 
not  propose)  the  banks  have  a  direct  interest  ia  limit- 
ing their  note-issues,  by  keeping  the  rate  of  discount  as 
high  as  possible.  In  fact,  our  proposed  requirement  for 
a  deposit  of  Consols  by  all  banks  of  issue  simply  fur- 
nishes an  additional  security  for  the  note-circulation : 
for  example,  no  legal  security  of  any  kind  is  at  present 
attached  to  the  notes  of  the  English  provincial  banks  of 
issue, — nor  are  they  even  liable  to  pay  their  notes  or 
deposits  ia  coin,  Bank  of  England  notes  being  a  legal 
tender. 

But  let  us  add  a  word  to  show  the  stringency  of  the 
natural  limitations  which  exist  upon  any  addition  to  our 
note-circulation  in  ordinary  times.  In  ordinary  times, 
the  present  amount  of  our  note-circulation  suffices  (or 

2  A 
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nearly  suffices*)  for  all  the  wants  of  the  community. 
And  unless  more  notes  are  required  by  the  community, 
none  will  be  taken  from  the  banks,  even  if  those  estab- 
lishments be  eager  to  issue  them.  The  present  time  is  a 
proof  of  the  impossibility  of  increasing  the  note-circula- 
tion when  no  more  notes  are  needed.  Even  with  a  bank- 
rate  of  barely  2  per  cent,  the  note-circulation  of  the 
country,  as  a  whole,  is  almost  the  same  as  usual.  On  the 
other  hand,  when  more  notes  were  needed,  as  during  the 
panic  of  last  year,  the  note-circulation  reached  the  high- 
est point  it  has  ever  attained,  although  the  minimum 
Bank-rate  was  then  10  per  cent.  When  more  notes  are 
needed,  the  public  must  have  them  at  any  cost,  in  order 
to  avoid  bankruptcy.  On  the  other  hand,  when  no  more 
notes  are  needed,  the  pubKc  will  not  take  them  upon 
any  terms, — even  (as  seen  at  present)  at  an  average 
bank-rate  of  only  1|  per  cent.  This  is  only  natural. 
When  the  public  want  more  notes,  they  have  to  pay  for 
them :  and  it  is  needless  to  say,  they  will  not  pay  for 
what  they  do  not  require.  And  if  more  notes  be  really 
needed,  their  issue  only  serves  to  keep  the  bank-rate, 
and  with  it  the  value  of  the  currency,  at  its  existing 
level.  Consequently  it  is  only  when  the  bank-rate  is 
above  its  ordinary  level  —  above  the  point  which  is 
amply  remunerative  to  the  banks — that  those  establish- 
ments have  any  motive  for  increasing  their  note-issues. 
This  brings  us  to  the  important  advantage  of  the  New 
System.     Although  the  banks  have  no  motive  for  ex- 

*  As  previously  stated  (see  Chap.  II.)  there  is  an  annual  absorption 
of  4  or  5  millions  of  specie  into  the  coinage, — in  consequence  chiefly  of 
there  heing  no  £l-notes  allowed  in  England. 
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tending  their  note-issues  when  the  rate  of  discount  is 
low  (the  trifling  gain  which  they  might  make  by  an 
increased  issue  of  notes  at  such  times  being  far  exceeded 
by  the  loss  which  they  would  incur  u.pon  their  purely 
banking-business),  seeing  that  such  an  extension  of 
their  note-issues  would  only  tend  to  perpetuate  the  low 
rate  of  discount ;  nevertheless  the  case  would  be  different 
when  from  any  cause  the  rate  of  discount  tended  to  rise 
above  its  ordinary  level.  At  such  times,  under  the  New 
System,  some  banks  would  deposit  more  Consols  with  the 
State  Office,  in  order  to  increase  their  note-issues,  and 
would  continue  to  discount  at  the  same  rate  as  usual, 
seeking  a  profit  from  an  extension  of  their  business.  Any 
bank  might  raise  its  charge  as  it  pleased ;  but  it  would 
be  kept  in  check  by  the  competition  of  its  neighbours. 
Under  the  New  System,  any  bank  would  be  free  to 
charge  6,  8,  or  10  per  cent  for  its  accommodation  to  the 
public ;  but,  on  the  other  hand,  any  bank  might  continue 
to  issue  its  notes  at  a  lower  charge,  and  seek  profit  by 
acquiring  a  portion  of  the  business  of  those  banks  which 
charged  a  liigher  rate  than  was  necessary.  As  experi- 
ence amply  shows,  banking  in  this  country  is  a  profit- 
able business  when  the  rate  of  discount  is  4  per  cent. 
Hence  the  moment  the  Bank-rate  tended  to  rise  above 
4  or  5  per  cent,  some  banks  would  content  themselves 
with  conducting  their  business  at  the  ordinary  rate ;  so 
that  other  banks  which  wished  to  raise  their  charge 
beyond  an  ordinarily  remunerative  point,  would  be  kept 
in  check  by  the  fear  of  losing  a  portion  of  their  business. 
Banks,  we  repeat,  like  all  traders,  may  be  trusted  to 
look  after  their  own  interests.     There  need  be  no  more 
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fear  of  their  charging  too  little  for  the  use  of  their 
money  than  there  is  of  a  farmer  selling  his  corn  at  a 
lower  price  than  he  can  get  for  it.  This  wiU  be  the  case 
under  every  system.  But  the  advantage  of  the  New 
System  is,  that  it  abolishes  the  present  regime  of  Ee- 
striction  and  Monopoly — it  subjects  every  bank  to  the 
healthy  influence  of  competition, — and  thereby  allows 
the  Rate  of  Discount  to  follow  its  natural  course,  i.e.,  in 
accordance  with  the  natural  law  of  Supply  and  Demand. 
Having  thus  cleared  away  the  objections  which  might 
possibly  be  raised  against  the  leading  principles  of  the 
New  System,  we  shall  now  proceed  with  our  further 
statement  of  the  plan. 


ADDITIONAL  PROPOSALS. 

Under  the  New  System,  we  should  also  propose  (1) 
that  aU  banks  of  issue  should  be  constituted  upon  the 
joint-stock  priaciple ;  (2)  that  no  bank  should  be  allowed 
to  issue  notes  unless  it  had  a  paid-up  capital  of  (say) 
£100,000  ;*  and  (3)  that  in  order  to  secure  a  reserve 
to  meet  great  emergencies,  its  "  subscribed  "  capital  (in 
the  case  of  banks  on  the  "limited"  principle)  should 
at  aU  times  exceed  its  "  paid-up  "  capital  to  the  extent 
of  at  least  one-third. 

*  "We  have  not  the  statistics  requisite  for  the  fixing  of  the  minimum 
amount  of  paid-up  capital  for  a  bank  of  issue.  In  fixing  this  amount, 
deference  must  be  paid  to  the  existing  rights  of  the  English  provincial 
banks,  which  alone  would  be  affected  by  this  new  condition.  The 
amount  should  be  sufficiently  large  to  promote  a  consolidation  of  those 
banks  into  larger  establishments,  yet  without  imposing  upon  them  any 
great  hardship. 
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We  do  not  regard  such  conditions  as  indispensable  : 
but,  if  adopted,  they  would  have  a  beneficial  effect  upon 
the  provincial  banking-system  of  England,  by  tending 
to  effect  a  consolidation  of  some  of  those  banks, — 
thereby  effecting  an  economy  of  their  resources,  while 
adding  to  their  strength.  Instead  of  having,  as  at  pre- 
sent, a  great  number  of  small  local  banks,  it  would 
be  better  to  have  a  smaller  number  of  large  establish- 
ments, with  branches  throughout  the  adjoining  dis- 
tricts. Of  course,  in  the  case  of  the  existing  provincial 
banks  of  issue  in  England,  time  must  be  given  (say  two 
or  three  years)  to  allow  of  such  consolidations  being 
effected.  It  were  unwise  by  Act  of  Parliament  to  force 
the  work  of  consolidation  beyond  the  point  requisite  to 
create  sufficiently  strong  establishments :  but  this  change 
might  be  carried  to  almost  any  extent  by  simply  raising 
the  minimum  amount  of  capital  which  the  banks  of 
issue  are  called  upon  to  hold.  Some  of  the  small  banks 
of  issue,  it  is  true,  might  meet  the  change  by  adding 
to  their  capital :  but,  in  by  far  the  greater  number  of 
cases,  they  would  prefer  to  have  recourse  to  the  process 
of  consolidation, — in  other  words,  several  of  the  existing 
private  banks  of  issue  in  England  would  join  together, 
so  as  to  form  a  joint-stock  company,  with  one  head-estab- 
lishment, and  branches  in  all  the  other  places  where 
they  carried  on  their  business. 

The  State-secured  notes  to  be  issued  under  the  New 
System  might  bear  on  one  side  the  State-label  (so  to 
call  it),  stating  the  value  of  the  note, — the  fact  that  it 
is  secured  by  a  deposit  of  Consols, — and  also  that  it  is 
a  legal  tender  in  all  payments  to  the  State.     On  the 
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other  side  the  note  might  bear  the  label  of  the  bank 
which  issues  it  to  the  public,  stating  that  the  bank 
undertakes  to  pay  it  in  coin  of  the  realm  on  demand. 
As  a  matter  of  fact,  these  notes  would  seldom,  if  ever, 
be  presented  to  the  bank  which  issued  them  for  pay- 
ment in  coin,  save  as  a  means  of  getting  "  small  change." 
And  this  for  two  reasons.  First,  because  (as  has  been 
repeatedly  stated)  when  specie  is  wanted,  it  is  obtained 
from  the  banks  not  by  collecting  and  cashing  a  quantity 
of  notes,  but  simply  by  drawing  a  cheque  upon  a  bank 
and  demanding  the  required  amount  in  specie.  Secondly, 
because  the  security  of  the  deposited  Consols,  as  well  as 
the  fact  that  the  notes  are  a  legal  tender  in  all  dues  and 
other  payments  to  the  State,  would  render  the  notes^ 
acceptable  at  all  times, — even  in  the  exceptional  case 
of  the  bank  which  issued  them  becoming  insolvent. 

The  denomination  of  the  notes  to  be  issued  is  a 
matter  of  detail.  There  is  no  fixed  minimum  for  the 
value  of  notes  at  present.  Scotland  and  Ireland  have 
£l-notes,  England  has  no  note  below  £5.  The  £1- 
notes  are  found  to  produce  no  embarrassment,  and  effect 
a  great  economy,  in  Scotland  and  Ireland ;  nevertheless 
that  is  not  an  adequate  reason  for  summarily  intro- 
ducing them  into  England.  The  reason  for  the  prohi- 
bition of  notes  below  £5  in  England  was  this: — The 
English  banks  of  issue  (always  excepting  the  Bank  of 
England)  were  in  the  main  imperfectly  constituted; 
and  instead  of  placing  them  on  a  sounder  footing,  by 
allowing  them  to  adopt  the  joint-stock  principle,  or  by 
imposing  certain  safeguards  on  their  issue  of  notes,  the 
State  practically  limited  the  circulation  of  their  notes  to 
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the  middle  classes.  In  England,  the  middle  classes  are 
so  trained  to  business,  that  they  can  judge  for  themselves 
what  banks  are  to  be  trusted  or  distrusted  ;  and  they  have 
full  power  to  reject  the  notes  of  any.  bank,  save  the  Bank 
of  England.  But  it  was  held  that  the  working-classes, 
partly  from  inferior  intelligence,  partly  from  their  posi- 
tion, which  virtually  compels  them  to  accept  any  bank- 
notes tendered  to  them  by  their  employers  in  payment 
of  wages,  ought  to  be  protected  against  the  possibility 
of  having  bad  currency  thrust  upon  them.  Hence  the 
prohibition  against  the  issue  of  notes  under  £5  :  a  £5- 
note  being  too  large  a  sum  to  be  payable  in  weekly 
wages.  But  if  the  currency  were  secured  in  the  man- 
ner which  we  have  proposed, — if  all  banks  of  issue 
were  established  on  the  joint-stock  principle,  and  if 
their  note-issues  were  secured  by  an  ample  amount  of 
Government  stock, — the  reason  for  prohibiting  notes 
under  £5  would  be  at  an  end. 

As  a  matter  of  economical  science,  £l-notes  might  be 
introduced  with  perfect  safety,  and  with  a  great  saving 
to  the  community.  On  the  other  hand,  as  a  question  of 
State-policy,  we  should  not  advocate  an  immediate  issue 
of  £l-notes.  If  such  small  notes  were  adopted,  there 
would  be  no  use  for  the  mass  of  sovereigns  circulating 
in  England ;  and  these  would  gradually  be  exported 
as  buUion.  By  such  a  change,  of  course,  the  country 
would  at  once  make  a  clear  gain  of  fully  sixty  millions 
sterling,  besides  escaping  the  yearly  cost  for  loss  and 
wear  of  the  coinage.  But  as  a  nation  we  are  immensely 
rich,  and  we  ought  not  hastily  to  reap  an  advantage 
which  is  sure  to  come  in  a  more  advantageous  form  if 
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■we  wait.    An  issue  of  £l-notes  will  certainly  come  in 
due  course,  either  as  a  permanent  system,  or  to  meet  a 
temporary  exigency.    During  the  closing  months  of  the 
Crimean  war  (notably  in  November  and  December  1855), 
the  demand  for  gold  to  supply  the  wants  of  our  army 
abroad,  and  to  make  the  Turkish  and  Sardinian  loans, 
was  so  great,  that  the  propriety  of  issuing  £l-notes  was 
publicly  discussed  and  seriously  thought  of.     And  if 
the  war  had  lasted  for  another  year,  we  believe  such  a 
step  would  have  become  necessary.     Now,  the  Crimean 
war  was  really  a  small  affair.     It  was  only  two  years  of 
warfare  at  the  most.     "We  shall  be  very  glad  indeed,  if 
even  a  war  of  that  duration  have  no  place  in  our  future 
annals.    But  no  one  expects  that  such  wUl  be  our  fate, 
unless  he  bury  himself  in  illusions, — as  the  ostrich  is 
said  to  bury  its  head  in  the  sand,  believing  itself  safe 
simply  because  it  has  hid  the  danger  from  view.    And 
it  is  obvious  that  should  this  country  again  be  involved' 
in  a  serious  foreign  war,  when  a  large  amount  of  specie 
will  be  suddenly  required,  it  will  be  an  immense  ad- 
vantage for  us  to  have  at  hand,  and  readily  available, 
these  sixty  or  more  millions  of  gold  coinage,  which  only 
remain  in  circulation  on  the  condition  that  smaU  notes 
are  prohibited.     On  this  ground,  therefore — as  a  ques- 
tion of  State-policy, — ^we  do  not  advocate  in  present  cir- 
cumstances the  adoption  of  a  £l-note  circulation  in 
England.     In  due  time  this  step  will  be  taken  from 
necessity — owing  to  some  State -emergency;   and  by 
merely  waiting,  we  shall  arrive  at  a  result  (an  issue  of 
£l-notes)  which  is  desirable  on  the  principles  of  econo- 
mical science,  without  prematurely  avaUing  ourselves  of 
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a  large  stock  of  specie  which,  in  times  of  foreign  war, 
would  be  an  immense  source  of  strength  and  power  to 
the  State. 

Nevertheless,  though  we  hesitate  to  recommend  an 
immediate  issue  of  £l-notes  in  England,  we  strongly 
advise  an  issue  of  smaller  notes  than  those  at  present 
permitted.  Although  we  do  not  desire  to  reduce  the 
amount  of  gold-coin  in  circulation,  we  think  it  is  advis- 
able to  render  unnecessary  any  addition  to  that  amount. 
And  such  an  addition  takes  place,  and  must  take  place, 
under  the  present  system.  It  goes  on  from  year  to 
year.  Owing  to  the  steady  increase  of  retail  payments, 
for  wages  and  shopping- purchases,  more  gold  is  being 
yearly  added  to  the  currency,  in  consequence  of  the 
£5-notes  being  unserviceable  in  the  making  of  such 
small  payments.*  To  reduce  the  denomination  of  the 
English  note  to  £2  might  be  too  great  a  change  for  the 
simple  attainment  of  the  object  we  have  in  view;  to 
reduce  it  to  £3  would  be  an  awkward  change,  and  one 
also  hardly  worth  making.  The  best  plan  would  be  to 
authorise  the  issue  of  notes  for  £2| :  which  would 
suffice  to  prevent  any  further  absorption  of  gold  in  our 
domestic  circulation,  while  it  would  not  diminish,  at 
least  to  any  great  extent,  the  amount  of  coins  already 
in  use.  This,  we  repeat,  would  be  the  wisest  course  to 
adopt.  It  is  true,  the  plan  of  reducing  the  denomina- 
tion of  the  note  in  England  to  £1,  as  is  the  case  in 
Scotland  and  Ireland,  has  the  attractive  merit  of  sim- 
plicity. Nevertheless,  for  the  reasons  of  State-pohcy 
above  mentioned,  we  think  that  a  smaller  change  than 
*  See  Chap.  II. 
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this  would,  for  the  present,  be  the  preferable  course. 
An  issue  of  £l-notes  in  England,  we  repeat,  will  come 
ere  long ;  but  the  adoption  of  such  a  system  may 
advantageously  be  delayed  until  it  is  called  for  as 
an  effective  means  of  meeting  a  great  national  emer- 
gency. 

Some  other  results  of  the  New  System  remain  to  be 
noticed : — 

I.  Every  joint-stock  bank  which  chose  to  make  use 
of  the  right  of  issue  would  thereafter  trade  with  its  own 
notes  instead  of  with  those  of  the  Bank  of  England. 
Nor  would  it  be  necessary  for  it  (as  at  present)  to  keep 
a  portion  of  its  reserve  at  the  Bank  of  England  for  the 
purpose  of  obtaining  an  additional  supply  of  notes  when 
required, — seeing  that  a  bank  could  always  obtain  more 
notes  by  increasing  its  deposit  of  Consols  in  the  Govern- 
ment Issue-0f6.ce. 

II.  Neither  would  any  bank  of  issue  reqiiire  to 
keep  a  reserve  at  the  Bank  of  England  for  "  clearing  " 
purposes.  At  present,  as  is  well  known,  the  balances 
at  the  Clearing-House  are  settled  by  cheques  upon  the 
Bank  of  England :  the  result  being  that  a  portion  of  one 
bank's  reserve  at  the  Bank  of  England  is  transferred  to 
the  credit  of  some  other  banks.  Under  the  New  System 
the  Clearing-House  would  naturally  become  a  depart- 
ment of  the  State  "  Issue-Office "  (maintained  at  the 
expense  of  the  banks  who  made  use  of  it)  ;  and  the 
balances  would  be  settled  by  the  transfer  of  so  much 
Government  Stock  from  the  credit  of  one  bank  to  an- 
other's. The  Scotch  banks  already  adopt  the  plan  of 
settling  their  balances  by  transfers  of  Government  Se- 
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curities :  and  under  the  New  System  this  practice  would 
be  still  more  .efficient,  seeing  that  the  Consols  so  trans- 
ferred would  be  as  good  as  notes, — the  banks  then  hav- 
ing a  power  of  converting  those  Consols  into  notes  at 
their  pleasure. 

III.  Under  this  system  the  banks  would  be  induced 
largely  to  increase  the  most  effective  portion  of  their 
reserves, — seeing  that  they  would  then  get  3  per  cent 
interest  on  the  amount  (kept  in  the  form  of  Consols 
convertible  at  will  into  State-secured  notes),  instead  of 
no  interest  at  all,  as  is  the  case  with  the  reserves  which 
they  at  present  keep  in  the  Bank  of  England.  This  is 
a  most  important  consideration :  for  such  a  change 
would  greatly  increase  the  strength  and  resources  of 
the  banks. 

IV.  Every  bank  would  keep  for  itself  the  amount  of 
specie  necessary  to  carry  on  its  ordinary  business.  As 
regards  the  notes,  less  specie  would  be  required  than  at 
present,  seeing  that  State-secured  notes  would  main- 
tain their  value  under  all  circumstances :  that  is  to 
say,  even  if  a  bank's  credit  were  shaken,  the  note- 
holders would  not  make  a  rush  for  gold,  knowing  that 
the  substantial  value  of  the  notes  was  amply  and 
thoroughly  secured.  But  under  the  New  System — as  at 
present — the  banks  would  be  liable  to  exceptionally 
heavy  demands  for  specie  in  connection  with  their  de- 
posits and  discount-business,  at  times  when  more  specie 
than  usual  was  needed  for  export.  At  present  they 
meet  such  requirements  by  selling  a  portion  of  their 
securities,  and  then  drawing  upon  the  Bank  of  England 
for  the  amount  of  specie.     In  the  case  of  many  banks 
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there  would  probably  be  no  change  in  this  respect. 
The  Bank  of  England  would  remain,  nqt  indeed  the 
sole,  but  the  chief  reservoir  of  gold:  an  arrangement 
which  is  more  economical  than  if  the  entire  amount  of 
specie  were  dispersed  among  all  the  banks  of  the  coun- 
try, and  one  also  which  is  unobjectionable  in  other  re- 
spects if  kept  within  due  bounds, — which,  as  we  shall 
show,  it  would  be  by  the  conditions  of  the  New  System. 
Each  bank,  indeed,  might  keep  on  hand  a  stock  of 
gold  equal  to  all  the  demands  likely  to  be  made  upon 
it ;  or,  if  the  bank  were  largely  connected  with  foreign 
trade,  it  might  attain  the  same  end  by  keeping  a  stock 
of  securities  abroad,  which  it  could  convert  by  sale  into 
specie.  But  no  bank  willingly  keeps  on  hand  more 
specie  than  is  needed  to  meet  its  ordinary  requirements : 
it  prefers  to  keep  a  stock  of  securities  (bearing  interest) 
which  it  can,  by  sale,  convert  into  specie  when  wanted  ; 
and  in  all  cases  at  present,  a  bank  contents  itself  with 
keeping  the  securities  of  our  own  Government,  and  sell- 
ing them  (when  necessary)  in  our  own  market,  and  then 
goes  to  the  Bank  of  England  for  the  amount  in  specie. 
The  Bank  of  England  in  this  respect  incurs  no  other 
liability  than  that  which  attaches  to  all  banks, — it  is 
simply  liable  to  pay  its  notes  and  deposits  in  gold  on 
demand :  nevertheless,  practically,  the  present  system 
imposes  an  enormous  responsibility  and  costly  duty 
upon  the  Bank.  Under  the  New  System,  however, — 
the  "  legal  tender  "  character  of  its  notes  being  abolished, 
— this  hardship  would  cease ;  for  the  Bank  could  then, 
when  in  need  of  gold,  make  as  effective  a  demand  for 
gold  upon  the  other  banks  as  the  other  banks  can  do 
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upon  it.  At  present  the  Bank  of  England  is  debarred 
from  doing  so,  in  regard  to  the  other  English  banks, — 
for  these  banks  can  pay  it  in  its  own  notes  (these  being 
a  legal  tender) :  but  under  the  New  System  the  Bank  of 
England  could,  by  selling  its  securities,  demand  gold 
from  the  other  banks  in  whose  notes  or  cheques  it  re- 
ceived payment,  just  as  the  other  banks  can  now  do  in 
regard  to  it.  This  would  be  a  sufficient  check  (if  such 
were  needed)  upon  the  other  banks,  and  an  ample 
defence  for  the  Bank  of  England. 

V.  Under  the  New  System,  all  the  banks  would  be 
required  to  publish  periodical  returns.  At  what  periods 
those  returns  should  be  called  for,  and  what  items  ought 
to  be  embraced  in  those  returns,  is  a  matter  of  detail 
which  we  need  not  here  discuss.  As  all  banks  alike 
would  have  the  power  to  issue  notes,  all  of  them  might 
be  required  to  make  perfectly  similar  returns.  At 
the  same  time,  it  is  to  be  remembered  that,  under 
the  system  proposed,  or  under  any  conceivable  system, 
just  as  under  the  present  one,  the  Bank  of  England 
would  occupy  de  facto  an  exceptional  position.  Under 
a  century  and  a  half  of  monopoly,  its  note-issues 
have  increased  far  beyond  the  amount  which  otherwise 
it  could  have  obtained.  The  New  System  would  not 
alter  this  fact.  The  Bank  of  England,  under  the  new 
regime,  would  start  with  a  note-circulation  exceeding 
that  of  all  the  other  banks  of  the  United  Kingdom  put 
together.  Therefore,  the  returns  required  from  the  Bank 
of  England  might  be  faUer,  and  at  shorter  periods, 
than  those  required  from  the  other  banks.  But  suppos- 
ing that  the  minor  banks  of  issue  published  balance- 
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sheets  only  half-yearly,  as  the  joint-stock  banks  do  at 
present,  or  quarterly,  or  even  monthly,  there  is  one  point 
which  we  think  ought  to  be  attended  to, — namely  this, 
that  the  returns  should  show  not  only  the  amount  of 
specie,  notes  in  circulation,  reserve  of  securities,  &c.,  for 
the  last  day  or  week  of  the  period,  but  also  the  average 
of  those  items  for  each  week  during  the  entire  period. 
Unless  this  be  done,  the  returns  of  the  banks  may  be  so 
made  up  as  to  give  no  correct  index  of  their  condition. 


IITFLUENCE  OF  THE  NEW   SYSTEM. 

The  influence  of  such  a  system  upon  the  Eate  of 
Interest  is  obvious,  and  the  effects  of  that  influence 
would  be  most  important.  All  banks  having  equally  a 
means  of  lending  their  capital  and  utilising  their  credit, 
the  rate  of  interest  would  be  freed  from  the  vicious 
action  of  a  monopoly,  and  would  immediately  find  its 
natural  level  under  a  system  of  freedom  and  competi- 
tion. InTo  bank  would  lend  its  money  at  too  low  a  rate, 
any  more  than  a  merchant  or  shopkeeper  would  sell  his 
wares  too  cheap.  Every  bank  would  seek  to  charge  its 
customers  as  much  as  possible  for  the  use  of  its  notes. 
On  the  other  hand,  each  bank  would  seek  to  extend  its 
business,  by  accommodating  the  public  so  far  as  its  own 
interests  would  allow :  just  as  a  merchant  may  accept 
a  lower  rate  of  profit,  when  by  so  doing  he  can  secure  a 
larger  amount  of  business.  And  thus,  under  a  system 
of  free  competition,  the  charge  for  money  on  loan  would 
be  regulated  on  the  same  principle  as  the  price  of  other 
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commodities,  and  would  find  its  natural  level  in  accord- 
ance with  the  law  of  supply  and  demand. 

Practically,  the  effects  of  this  system  would  he  mainly 
observable  in  the  different  course  which  banks  would 
adopt  in  regard  to  supplying  themselves  with  specie  to 
meet  the  req.uirements  of  their  customers.  At  present, 
whenever  an  unusual  demand  for  gold  for  export  occurs, 
in  connection  with  our  foreign  trade  or  with  investments 
in  loans  and  industrial  undertakings  abroad,  the  Bank  of 
England  throws  the  whole  of  the  burden,  the  cost  of  this 
banking-embarrassment,  upon  the  shoulders  of  Trade ;  * 
and  as  the  Bank  possesses  a  virtual  monopoly  of  the 
currency — no  other  bank  or  banks  of  issue  being  suffi- 
ciently powerful  to  compete  with  it, — all  the  banking 
establishments  now  contentedly  follow  its  example. 
But  under  the  New  System — if  that  can  be  called  new 
which  is  but  a  revival  of  the  old  in  an  improved  form, 
— the  case  would  be  different.  The  case  would  stand 
thus.  Each  bank  would  then,  as  now,  be  at  liberty  to 
refuse  any  bills,  the  discounting  of  which  would  entail 
upon  it  a  greater  loss  than  gain.     Banks  know  pretty 

*  For  example,  at  any  moment  during  the  three  critical  months"of 
1866,  the  Bank  of  England  might  have  borrowed  five  millions  in  gold 
(or  twice  that  amount,  if  it  had  wished),  upon  security  of  the  Govern- 
ment Stock  which  it  keeps  in  its  Banking  department,  from  the  Bank 
of  France,  which  establishment  was  simultaneously  suffering  from  a 
plethora  of  specie.  But  the  Bank  of  England  did  nothing  of  the  kind : 
it  did  not  stir  a  finger  to  provide  itself  with  more  gold  in  order  that  it 
might  extend  its  note-issnes.  The  consequence  was  that  for  three 
months  our  commercial  and  manufacturing  classes  were  oppressed  by 
a  minimum  bank-rate  of  10  per  cent,  while  their  French  competitors 
were  only  paying  34  per  cent.  "What  would  be  said  if  wheat  in  France 
were  selling  at  35s.  the  quarter,  while  in  England  it  was  selling  at  £5 
the  quarter  ?  Under  a  right  monetary  system,  the  former  case  would 
be  as  impossible  as  the  latter  is. 
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well  the  class  of  bills  for  wMcli,  -when  discounted,  pay- 
ment is  likely  to  be  demanded  in  specie :  in  fact,  sucli 
bills  are,  at  any  given  time,  generally  confined  to  one 
particular  branch  of  our  foreign  trade.  And  the  banks 
would  be  at  liberty  to  charge  any  rate  they  pleased  for 
discounting  such  biUs, — subject,  of  course,  to  the  com- 
petition of  their  neighbours.  Any  bank  which  charged 
too  high  terms  for  such  advances  would  lose  its  cus- 
tomers. And  the  result  would  be  this  :  Banks,  for  their 
own  interest,  would  then  provide  themselves  with  more 
gold  at  those  times,  in  order  to  carry  on  their  discount- 
operations.  If  they  were  to  say  —  as  the  Bank  of 
England  says  at  present — "  We  shall  not  take  any  steps 
to  provide  the  extra  amount  of  specie  which  is  required: 
we  shall  make  you  (Trade)  do  it  at  your  own  cost  and 
loss  ; "  then  some  other  bank  would  offer  to  share  with 
Trade  a  part  of  the  loss,  and  would  provide  itself  with 
gold  in  order  to  maintain  or  extend  its  discount-busi- 
ness. In  this  way.  Trade  and  the  Banks  would  settle 
the  matter  between  them  on  fair  terms,  and  the  rate  of 
discount  would  follow  its  natural  course. 

Drains  of  specie  from  banks  are  made  almost  entirely 
by  means  of  Discounts, — by  discounting  commercial  biUs 
and  withdrawing  the  amount  in  specie.  But  in  the  case 
of  foreign  loans,  or  umisually  large  investments  in  in- 
dustrial enterprises  abroad,  a  demand  sometimes  arises 
for  payment  of  the  ordinary  banking  Deposits  in  specie. 
Subscribers  to  foreign  loans,  or  shareholders  in  foreign 
railways,  &c.,  sometimes  call  up  a  portion  of  their  de- 
posits in  specie,  in  order  to  obtain  a  supply  of  the  in- 
ternational currency  which  is  requisite  to  carry  on  such 
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operations.  The  effect  of  the  New  System  would  he 
substantially  the  same  in  this  case  as  in  the  other.  The 
banks,  instead  of  availing  themselves  of  the  monopoly 
which  they  at  present  possess,  and  throwing  aU  the 
burden  upon  the  public,  would  have  to  deal  fairly  and 
minimise  the  difficulty ;  because,  under  a  system  of  free 
competition,  if  any  banks  charged  more  than  was  rea- 
sonable, other  banks  would  be  ready  to  deal  upon  a 
lower  scale  of  profits, — seeking  an  increase  of  profits 
not  from  higher  charges,  but  from  an  extension  of 
business. 

Once  released  from  the  evil  and  artificial  influence  of 
a  monopoly,  in  short,  the  Eate  of  Interest  would  follow 
its  natural  course.  The  rate  would  certainly  not  be  fixed 
under  the  system  which  we  propose,  although  its  varia- 
tions would  be  infinitesimal  compared  with  what  they 
are  at  present.  Under  the  new  system,  the  rate  of  interest 
would  in  each  case  be  accordant  with  the  nature  of  the 
business  carried  on.  For  example,  a  bank  which  deals 
with  agricultural  customers,  or  others  connected  simply 
with  the  Home  trade,  would  require  to  keep  on  hand 
a  comparatively  small  amount  of  gold;  for  any  such 
banks  are  not  affected  by  foreign  drains  of  specie.  In 
discounting  the  bills  of  its  customers,  or  making  ad- 
vances to  them  upon  securities,  such  a  bank  could 
always  reckon  that  payment  would  be  demanded  from 
it  only  in  notes, — seeing  that  notes  alone  are  needed 
as  domestic  currency.  It  could  also,  for  the  same  rea- 
son, reckon  that  payment  of  its  deposits  would  only  be 
called  for  in  the  same  form.  On  the  other  hand,  banks 
which  deal  with  merchants  connected  with  the  Foreign 

2B 
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trade,  or  with  capitalists  who  frequently  embark  a 
portion  of  their  wealth  in  foreign  investments,  would 
require  to  keep  on  hand,  or  at  call,  a  comparatively 
large  stock  of  specie.  The  latter  class  of  banks  might 
reasonably  charge  higher  terms  for  their  discounts 
than  those  which  were  connected  with  the  Home  trade, 
— in  order  to  compensate  for  the  larger  amount  of 
specie  which  they  have  to  keep  on  hand.  Never- 
theless, under  the  pressure  of  free  competition,  they 
would  seek  to  meet  the  demands  of  their  customers, 
and  carry  on  their  business,  with  as  little  outlay  for 
dead-stock  as  possible.  They  would  have  recourse  to 
the  most  economical  means  of  providing  specie  when 
required.  Instead  of  keeping  a  large  stock  of  gold 
on  hand  (lying  unproductive  in  their  vaults),  they 
would  keep  a  portion  of  their  banking-reserve  in  the 
form  of  interest-bearing  stock  at  Calcutta,  Paris,  New 
York,  or  such  other  places  as  their  customers  were 
most  in  the  habit  of  dealing  with ;  so  that,  when  any 
customer  required  to  transmit  money  to  those  places, 
the  bank  would  give  him  a  bill  or  draft  upon  its  agents 
there,  which  would  serve  the  same  purpose  as  specie. 

Hence — and  this  is  a  most  important  feature  of  the 
New  System — the  cost  to  the  hanks  of  cashing  a  por- 
tion of  their  foreign  securities  would  constitute  the 
only  cause  for  raising  the  Bank-rate.  The  rise  of  the 
Bank-rate,  in  fact,  would  only  take  place  to  such  an 
extent  as  to  recompense  the  banks  for  the  loss,  if  any, 
which  they  might  sustain  in  supplying  themselves  with 
more  specie,— say  by  the  sale  of  a  portion  of  their  reserve 
of  foreign  Stock.     Even  say  that  there  was  a  consider- 
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able  loss  upon  such  sales.  Say,  for  example,  that  the 
Bank  of  England  were  in  need  of  five  millions  of  gold, 
and  that,  in  order  to  procure  this  amount  of  specie,  it 
had  to  incur  a  loss  of  1|  per  cent,  or  £75,000.  This  is 
an  exaggerated  estimate  of  the  loss  on  such  operations : 
indeed,  Mr  Keuben  Browning*  states  that  in  1825 
Baron  Eothschild  supplied  upwards  of  nine  millions  of 
specie  to  the  Bank  of  England  upon  those  terms  (and 
nowadays  the  same  operation  could  be  effected  at  much 
less  cost).  Well,  then,  a  rise  of  the  Bank-rate  to  the 
extent  of  even  ^  per  cent  would  more  than  cover  the 
whole  cost  of  that  transaction !  As  the  loan  and  discount 
business  of  the  Bank  of  England  ordinarily  amounts  to 
fully  20  millions  sterling,  a  rise  of  merely  J  per  cent — 
say  from  4|  to  5  per  cent — would  suffice  to  yield  to 
the  Bank  £100,000  in  twelve  months,  as  a  set-off 
against  the  £75,000  which  it  spent  in  supplying  itself 
with  the  five  millions  of  additional  specie. 

Such,  in  outline,  is  our  plan  of  Monetary  Eeform. 
We  have  likewise  proposed  two  other  plans, — one  of 
them  of  very  much  wider  scope  than  this:  but  we 
desire  to  keep  the  reform  which  we  recommend  for 
adoption  within  as  narrow  limits  as  is  compatible  with 
the  attainment  of  a  monetary  system  adequate  to  the 
wants  of  the  community.  It  is  a  measure  which  would 
alike  secure  the  validity  of  the  Note-circulation,  and 
keep  steady  the  Measure  of  Value.  The  antiquated 
and  injurious  system  of  monopoly  would  also  be  re- 
placed by  a  system  of  perfect  freedom  and  equality. 
*  The  Currency.     By  Eeuten  Browning.     P.  34. 
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At  the  same  time,  the  currency  of  tliis  country  would 
acquire  that  elasticity  which  is  so  greatly  wanted,  and 
which  would  enable  us  to  tide  over  with  ease  those  tem- 
porary difficulties  which  thrice  during  the  last  twenty 
years,  under  the  present  vicious  and  obsolete  system, 
have  inflicted  such  terrible  disasters  upon  the  com- 
munity, and  which  tend  to  damage  the  credit  of  the 
country. 


XXI. 
EEFOEM  OF  THE  BANK  OF  ENGLAND 


The  Bank  of  England,  the  head  and  centre  of  our 
system  of  currency  and  banking,  is  an  establishment 
pe7'  se.  It  is  an  anomaly.  Legislation  has  done  its 
worst  upon  it, — has  conferred  upon  it  so  many  privi- 
leges, and  imposed  upon  it  so  many  burdens,  that  both 
the  position  and  the  constitution  of  the  establishment 
are  wholly  unnatural.  The  Bank  acquired  a  virtual 
monopoly  160  years  ago,  in  return  for  a  loan  which  it 
then  made  to  the  Government.  In  consideration  of 
that  loan,  the  Bank  was  constituted  the  sole  joint-stock 
bank  of  issue  in  England.  And  at  successive  intervals 
it  purchased  a  renewal  of  this  monopoly  by  making  to 
the  Government  new  loans.  Those  loans  form  part  of 
the  assets  of  the  establishment ;  and  in  consequence,  the 
amount  of  the  Bank's  surplus  capital,  or  assets  kept  in 
reserve,  has  swollen  into  disproportionate  magnitude  to 
the  amount  of  business  carried  on  by  the  Bank.  The 
result  of  this — especially  since  1844,  when  the  Bank's 
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power  of  extending  its  business  was  artificially  restricted 
— has  been  most  injurious.  As  every  one  knows,  the 
larger  the  amount  of  a  bank's  capital  compared  to  the 
amount  of  its  business,  the  higher  must  be  the  rate  of 
profit  at  which  the  bank  carries  on  its  business,  if  it  is 
to  pay  an  ordinary  dividend.  In  brief,  the  capital  in- 
vested in  the  Bank  of  England  has  been  swollen  to  its 
present  magnitude  not  by  the  natural  requirements  of  the 
Bank's  business,  but  as  a  means  of  purchasiag  renewals 
of  its  monopoly :  and  this  disproportionate  magnitude  of 
its  reserve-wealth  is  a  direct  and  special  cause  why  the 
Bank  should  seek  to  reimburse  itseK  by  enhancing  its 
charges  upon  the  community.  If  the  amount  of  capital 
invested  in  the  Bank  were  less,  or  if  the  extent  of  its 
operations  were  enlarged,  it  is  obvious  that  the  Bank 
could  conduct  its  business  at  a  lower  rate  of  interest 
without  any  diminution  of  its  profits.  A  rate  of  4  per 
cent,  for  example,  might  then  yield  it  as  much  profit  as 
a  6  per  cent  rate  does  at  present. 

Let  us  then,  in  reviewing  the  present  condition  of 
the  Bank  of  England,  begin  with  the  amount  of  its 
Assets,  and  see  what  relation  these  bear  to  its  Liabilities, 
— or,  in  other  words,  to  the  amount  of  business  which 
it  carries  on.  At  present  the  position  of  the  Bank,  with 
its  unparalleled  stock  of  gold  and  its  small  amount  of 
business,  is  quite  exceptional :  *  it  would  not  be  fair  to 
take  it  as  the  basis  of  our  exposition,  however  much  it 

*  At  present  (September  28,  1867)  the  Bank  holds  244  millions  of 
Specie,  and  almost  28  millions  of  Government  securities ;  and  its  Lia- 
hilities  to  the  public  consist  of  23J  millions  of  Notes  in  circulation,  and 
•  27  millions  of  Deposits  (the  Public  deposits  being  now  at  their  highest). 
Its  loans  and  discounts  only  amount  to  17  millions. 
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would  lend  force  to  our  remarks.  We  shall  therefore 
deal  only  with  the  average  statistics  of  the  establish- 
ment in  the  years  previous  to  the  crisis  of  1866. 


GENEEAL   POSITION  OF  THE  BANK. 

The  Bank  keeps  permanently  on  hand  Government 
securities  of  various  kinds  to  the  amount  of  fully 
£26,000,000  ;  also,  on  the  average,  nearly  £15,000,000 
of  specie:  making  a  total  of  £41,000,000.  It  also 
holds  on  the  average  upwards  of  £20,000,000  of  private 
securities,  consisting  chiefly  of  commercial  bills.  Thus 
the  Assets  of  the  Bank  amount  in  ordinary  times 
to  about  £61,000,000.  Its  Liabilities  consist  of  its 
note-circulation,  averaging  £22,000,000,  and  its  public 
and  private  deposits,  amounting  to  about  £20,000,000  : 
in  all,  about  £42,000,000.  So  that,  while  holding  61 
millions  of  assets,  the  Bank  has  only  42  millions  of 
liabilities.  It  has  one-half  more  capital  than  the  total 
amount  of  business  which  it  carries  on. 

Next,  let  us  see  the  nature  of  its  business  and  of  its 
Liabilities.  Eather  more  than  one-half  of  its  liabilities, 
as  we  have  seen,  consists  of  its 

Note-  Circulation. 

With  the  exception  of  an  infinitesimal  fraction,  its 
Note-circulation  never  becomes  a  charge  upon  the 
Bank  at  all.  The  notes  issued  are  aU  needed  to 
carry  on  the  business  of  the  country.  The  country — 
that  is  to  say,  the  public  and  the  other  banks — must 
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have  fully  twenty  millions  of  those  notes,  other- 
wise all  business  would  be  stopped.  The  notes  are 
never  brought  to  the'  Bank  to  be  cashed  save  for  the 
purpose  of  getting  "  change."  As  no  notes  are  issued 
by  the  Bank  for  a  smaller  amount  than  £5,  it  daily 
happens  that  some  note-holders  want  to  exchange  £5 
or  £10  notes  for  "  small  change," — i.  e.,  coin :  but  this, 
and  this  only,  is  the  extent  of  the  demand  for  gold  in 
payment  of  notes.  And  the  amount  of  specie  needed 
for  this  purpose  in  "  the  Hall "  of  the  Issue  Department 
amounts  ordinarily  only  to  a  few  thousands  a-day. 

The  Note-circulation  varies  in  amount, — sometimes 
rising  above  25  millions,  sometimes  falling  to  19  mil- 
lions :  but  those  variations  are  not  occasioned  by  any 
cashing  of  the  notes.  Say  that  the  note -circulation 
from  any  cause  has  reached  25  millions :  what  hap- 
pens when  five  millions  of  the  notes  relapse  into  the 
Bank,  and  the  note-circulation  falls  to  a  low  point? 
As  a  matter  of  fact,  such  a  change  is  very  gradual,  ex- 
tending over  a  year  or  more.  But,  gradual  or  not,  what 
takes  place  ?  Do  the  holders  of  the  notes,  when  they 
no  longer  require  them,  take  the  notes  to  the  Bank  to 
be  exchanged  for  gold?  Not  at  all.  The  notes  are 
simply  paid  in,  either  directly  or  through  other  banks, 
in  the  shape  of  Deposits.  Their  lapse  is  not  occasioned 
or  attended  by  the  least  demand  for  specie.  "When  no 
longer  needed,  the  notes  simply  filter  back  into  the 
bank  which  issued  them. 

What  is  more,  the  demand  for  the  Bank's  notes 
on  the  part  of  the  public  is,  as  a  matter  of  fact,  in 
no  way  dependent  upon  the  amount  of  gold  in  the 
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Bank.  On  the  contrary,  the  Bank's  note-issues  are 
sometimes  at  a  maximum  when  its  stock  of  gold 
is  at  a  minimum.  As  the  most  remarkable  case  of 
this  kind  (the  most  remarkable  at  least  since  the  re- 
sumption of  cash-payments),  we  may  refer  to  Decem- 
ber 1825,  at  the  height  of  the  great  crisis  of  that  year, 
when  the  Bank's  note-circulation  rose  to  25J  millions, 
while  the  Bank's  stock  of  specie  had  fallen  to  one 
million!  And  never  at  any  time  in  the  history  of 
the  Bank  were  its  notes  more  eagerly  sought  after  by 
the  public.  The  same  fact  was  exemplified  to  a  lesser 
extent  during  the  crisis  of  1857,  and  also  in  1866, — de- 
spite the  efforts  of  the  Bank  to  prevent  it,  by  charging  an 
exorbitant  rate  for  the  use  of  its  notes.  In  fact,  as  the 
experience  of  every  monetary  crisis  shows,  the  public 
never  lose  faith  in  the  note-circulation:  they  accept 
the  notes  as  readily  when  (as  in  1825)  there  is  hardly  a 
sovereign  in  the  Bank,  as  when  the  vaults  of  the  estab- 
lishment are  overstocked  with  gold. 

The  most  erroneous  ideas  have  prevailed,  and  to  some 
extent  still  prevail,  in  regard  to  this  part  of  monetary 
science.  The  originators  of  the  present  Bank  Acts  held 
that  the  ever-recurrent  drains  of  specie  to  which  this 
country  is  subject  were  occasioned  by  an  "  over-issue" 
of  bank-notes,  whereby  our  paper-money  became  depre- 
ciated,—  whereupon  the  note-holders  (it  was  further 
believed)  took  the  notes  to  the  Bank  to  be  exchanged 
for  gold,  and  then  exported  the  gold.  .  A  more  baseless 
theory  (as  a  better  knowledge  of  the  facts  has  since 
shown)  never  was  imagined.  Never  at  any  time  since 
the  resumption  of  cash-payments  in  1819  has  the  paper- 
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money  of  this  country  been  depreciated ;  nor  indeed 
is  it  ever  possible  for  any  convertible  currency,  such 
as  our  present  bank-notes,  to  fall  below  their  specie- 
value. 

The  fanciful  dogma  upon  which  the  present  Bank 
Acts  were  founded  is  now  known  to  be  an  illusion, 
an  absurdity.  Nevertheless,  several  erroneous  notions 
in  regard  to  the  note-circulation  are  still  entertained 
by  writers  on  monetary  science, — simply  because  those 
writers  prefer  to  theorise  in  the  dark,  rather  than  in- 
vestigate the  facts.  For  example,  we  are  frequently 
told  in  print  that  the  way  in  which  gold  is  withdrawn 
from  the  Bank,  whether  for  export  or  for  domestic  use, 
is  by  getting  a  large  amount  of  the  Bank's  notes  and 
then  cashing  them  at  the  Issue  OfSce.  This  is  a  mis- 
take. When  a  drain  of  gold  occurs,  it  takes  place 
quite  irrespective  of  the  Bank's  notes.  Notes  are  never 
used  in  this  way.  The  drains  would  occur  just  the 
same,  and  to  the  same  extent,  though  the  Bank  did  not 
issue  notes  at  all.  A  drain  of  gold  is  made  just  in  the 
same  way  as  a  demand  for  notes, — that  is  to  say,  by 
means  of  cheques.  A  bank,  or  an  individual  who  keeps 
an  account  at  the  Bank,  draws  upon  the  establishment  in 
the  usual  way,  and  receives  the  amount  either  in  gold  or 
in  notes  as  he  pleases.  If  a  private  customer  hands  in  a 
cheque,  the  usual  question  is,  "  How  wHl  you  take  it  ? " 
— i.e.,  in  notes  or  in  gold  ? — and  if  he  wishes  50  or  100 
or  200  sovereigns,  he  gets  it  at  once  across  the  counter 
of  the  Banking  Department.  On  the  other  hand,  if  a 
bank  or  merchant  wishes  to  have  a  large  sum  in  gold, 
he  presents  his  cheque  and  receives  an  order  upon  the 
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Bullion  Office  for  the  amount.  If  lie  wishes  to  have 
(say)  half  a  miUion  in  gold,  the  Bank  does  not  go 
through  the  clumsy  process  of  first  giving  him  half  a 
million  in  notes,  and  then  sending  him  to  the  Issue 
Department  to  get  those  notes  exchanged  for  gold.  In 
short,  notes  play  no  part  at  all  in  the  drains  of  gold 
from  the  Bank.  And  we  here  state  exactly  how  such 
drains  of  gold  are  made,  in  order  that  this  long-estab- 
lished fallacy  may  receive  its  quietus. 

Thus,  dealing  simply  with  facts,  we  find  that  the  only 
demand  to  which  the  Bank  is  exposed  in  connection 
with  its  Note-circulation  (which  constitutes  fully  one- 
half  of  its  entire  Liabilities)  arises  from  its  notes  being 
too  large  to  be  of  service  in  retail  payments, — thereby 
producing  a  trifling  cashing  of  notes  (a  few  thousand 
pounds  a-day)  for  small  change.  For  a  century  at  least, 
and  during  the  most  terrible  monetary  crises  on  record, 
this  and  this  only  is  the  extent  of  the  demand  to  which 
the  Bank  is  exposed  in  connection  with  its  note-issues. 

Tlie  Deposits. 

Nearly  one-third  of  the  Deposits  of  the  Bank  of 
England  consist  of  the  Government  moneys  intrusted 
to  its  keeping ;  and  these  are  deposited  and  withdrawn 
with  a  regiilarity  which  makes  it  easy  for  the  Bank  to 
deal  with  them.  The  other  portion  consists  of  the 
deposits  of  private  customers,  but  chiefly  of  the  other 
banks, — many  banks  keeping  a  portion  of  their  reserves 
in  this  form. 

In  regard  to  these  Deposits,  whether  public  or  private, 
which  constitute  the  liabilities  of  the  Bank  in  its  purely 
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banking-department,  we  have  (at  the  present  stage  of 
our  inquiry)  to  consider  them  simply  in  relation  to 
the  amount  of  the  Bank's  assets, — i.e.,  irrespective  of 
the  form,  whether  buUion  or  convertible  securities,  in 
which  the  amount  of  wealth  with  which  the  Bank 
carries  on  its  business  is  kept. 

And  the  first  point  to  be  observed  is  this, — that  a 
withdrawal  of  deposits,  while  it  diminishes  the  assets  of 
a  bank,  equally  diminishes  its  liabilities.  A  diminution 
of  a  bank's  deposits,  like  a  decrease  of  its  note-issues, 
lessens  the  amount  of  business  which  the  bank  carries 
on ;  but  it  causes  no  diminution  in  the  amount  of  the 
bank's  assets  compared  to  the  amount  of  its  liabilities. 
On  the  contrary,  in  the  case  of  the  Bank  of  England — 
and  of  every  other  bank  which  has  a  surplus, — any  de- 
crease in  the  extent  of  the  bank's  business  or  liabilities 
simply  increases  the  ratio  of  its  remaining  assets  to 
its  remaining  liabilities.  Por  example,  suppose  that 
ten  millions  of  the  Bank  of  England's  Deposits  were 
withdrawn,  and  also  that  ten  millions  of  its  Note-cir- 
culation were  cashed,  —  the  remaining  assets  of  the 
establishment  would  then  amount  to  forty- one  mil- 
lions, while  its  remaining  liabilities  would  be  only 
twenty-two  millions.  In  other  words,  in  such  circum- 
stances the  Bank's  Assets  would  be  double  the  amount 
of  its  Liabilities, — instead  of  only  one-half  greater,  as 
at  present. 

Nevertheless  a  withdrawal  of  deposits,  if  made  sud- 
denly and  to  a  large  extent,  always  produces  embarrass- 
ment to  a  bank,  and  sometimes  also  loss.  An  unusual 
withdrawal  of  deposits  compels  a  bank  to  convert  a 
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portion  of  its  reserve  of  securities  into  currency  (that  is 
to  say,  it  must  sell  a  portion  of  those  securities) ;  while 
the  market  at  such  times  is  usually  much  depressed, — 
so  that  the  hank  gets  less  than  the  ordinary  price  for 
the  portion  of  its  securities  which  it  is  forced  to  sell. 
Every  hank  in  this  country  is  liable  to  a  loss  of  this 
kind  in  exceptional  times,  except  the  Bank  of  England. 
The  Scotch  and  Irish  banks,  when  an  unusual  demand 
for  deposits  is  made  upon  them,  have  to  casb  their 
reserve  of  Government  stock  in  order  to  provide  them- 
selves with  more  gold  (not  because  they  naturally  re- 
CLuire  more  gold  for  issue,  but  because,  under  the  present 
system,  they  must  get  more  gold  before  they  are  allowed 
to  extend  their  note-issues).  And  the  English  banks, 
in  like  circumstances,  have  to  sell  a  portion  of  their 
Government  stock  in  order  to  provide  themselves  with 
more  currency,  in  the  form  of  Bank  of  England  notes. 
But,  be  it  observed,  the  Bank  of  England  does  nothing 
of  the  kind.  If  its  gold  be  reduced,  or  its  notes  with- 
drawn, it  takes  no  means  to  provide  itself  with  either. 
If  there  be  an  unusual  run  upon  it  for  deposits,  the 
Bank  takes  no  step  to  enable  it  to  issue  more  notes ;  or, 
if  the  demand  for  deposits  remain  as  usual,  but  more 
gold  (instead  of  notes)  is  wanted  in  payment  of  them, 
the  Bank  equally  takes  no  step  to  provide  itself  with 
gold.  Thus,  then,  although  a  sudden  withdrawal  of 
deposits  does  generally  cause  a  trifling  loss  to  banks 
(but  without  diminishing  the  ratio  of  their  surplus  to 
their  liabilities),  such  a  loss  is  never  incurred  by  the 
Bank  of  England.  Its  stock  of  currency,  the  means  by 
which  it  must  meet  the  demands  of  its  depositors,  may 
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decrease  ad  libitum,  but  never  in  any  case  (according  to 
its  present  practice)  does  the  Bank  expose  itself  to  loss 
in  order  to  provide  itself  with  more  currency. 

Yet  there  is  one  form  in  which  loss  occasionally  arises 
to  the  Bant  iu  connection  with  its  Deposits, — not  di- 
rectly, it  is  true,  but  mediately — i.e.,  through  the  opera- 
tions by  which  the  Bank  makes  use  of  (lends  out)  the 
money  intrusted  to  its  keeping. 

The  Loans  and  Discounts. 

The  Bank  lends  out  at  interest  the  money  deposited 
with  it,  receiving  in  exchange  commercial  bills  and 
other  kinds  of  securities.  Hence  the  amount  of  its 
loans  and  discounts  (which  is  represented  in  its  weekly 
returns  by  the  amount  of  "  other  securities "  which 
the  Bank  holds)  in  ordinary  times  very  nearly  corre- 
sponds with  the  amount  of  its  Deposits — i.  e.,  about  20 
millions.  As  a  question  of  fact,  it  is  upon  this  part  of 
its  business  only  that  the  Bank  is  liable  to  loss.  If  any 
of  the  bills  or  bonds  prove  of  less  value  than  the  sum 
advanced  upon  them,  then  the  Bank  sustains  a  loss  to 
that  extent.  To  meet  such  losses  is  the  only  object  of 
the  Bank's  reserves — i.e.,  of  its  surplus  of  assets  over 
liabilities.  And  this  surplus,  as  already  shown  (even 
after  setting  aside  22  millions  of  its  assets  as  security 
for  its  average  Note-circulation),  amounts  to  19  mil- 
lions,— ^wholly  available  to  replace  any  loss  caused  by 
some  of  the  bills  and  other  securities,  upon  which  it 
has  lent  out  its  Deposits,  proving  bad, — a  reserve  equal 
to  95  per  cent  on  the  amount  of  those  liabilities. 

As  a  matter  of  fact,  there  is  no  other  bank  which 
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does  not  regard  30  per  cent  as  an  amount  of  reserve 
ample  for  all  contingencies. 


COMPARISON  "WITH  OTHER  BANKS. 

Let  us  take  the  case  of  other  banks.  And  first,  as  to 
purely  banking-liabilities^i.e.,  apart  from  the  liabilities 
connected  with  an  issue  of  notes. 

The  London  and  Westminster  Bank  has  an  amount 
of  banking-liabilities  nearly  equal  to  those  of  the  Bank 
of  England,  yet  it  carries  on  business  with  a  surplus  of 
assets  seldom  exceeding  four  millions,  —  whereas,  as 
above  stated,  the  Bank  of  England's  reserve  in  its  Bank- 
ing Department  amounts  to  19  millions.  The  Union 
Bank,  with  a  similar  amount  of  liabilities,  keeps  a  some- 
what smaller  amount  of  surplus.  And  if  we  take  the 
London  joint-stock  banks  as  a  whole,  we  find  that  a  sur- 
plus of  20  or  25  per  cent  of  assets  over  liabilities  en- 
ables them  to  carry  on  their  business  with  perfect  safety 
and  great  success.*  Yet  these  banks  are  as  liable  to 
pay  all  their  deposits  back  in  money  as  the  Bank  of 
England  is.     It  is  true  they  cannot  be  called  upon  to 

*  It  is  true  that  the  Bank  of  England  is  more  liable  than  other 
banks  to  large  withdrawals  of  Money ;  but  this  is  simply  in  conse- 
quence of  its  holding  (and  having  the  use  of)  reserves  of  other  banks. 
Moreover,  this  never  occasions  any  loss  to  the  Bank,  because  (as  we 
have  said  above),  unlike  all  the  other  banks,  the  Bank  of  England 
never  takes  any  steps  to  provide  itself  with  more  money,  whether  in 
the  form  of  gold  or  of  notes.  The  only  kind  of  loss,  then,  to  which 
the  Bank  is  liable,  under  the  present  system,  arises  from  its  Loans ; 
and,  owing  to  the  select  nature  of  the  business  which  it  carries  on, 
its  liability  to  loss  from  this  source  is  even  less  than  that  of  the  other 
banks. 
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pay  in  gold, — for  the  notes  of  the  Bank  of  England  have 
been  made  a  legal  tender ;  but  they  must  supply  them- 
selves with  these  notes  just  as  the  Bank  of  England 
can  supply  itself  with  gold.  Each  of  those  banks  alike, 
when  an  unusual  amount  of  deposits  is  called  up,  must 
supply  itself  with  currency  by  realising  some  of  its 
assets,  or  using  a  portion  of  the  surplus  which  it  keeps 
in  the  form  of  money.  It  costs  a  bank  as  much  to  get 
Bank  of  England  notes  as  it  does  to  get  gold ;  hence 
the  Bank  of  England,  when  called  upon  for  more  gold 
than  it  holds  (if  it  were  to  meet  the  demand),  would 
have  to  do  no  more  than  the  other  banks  have  to  do 
when  called  upon  for  more  notes.  The  only  difference 
is,  that  the  Bank  of  England  can  best  get  gold  abroad, — 
it  cannot  readily  get  it  here,  for,  when  it  sells  a  portion 
of  its  securities,  it  is  paid  in  its  own  notes.  But  it  can 
get  gold  abroad  quite  as  cheaply  as  other  banks  can  get 
money  (whether  notes  or  coin)  at  home. 

Moreover,  the  liabilities  of  those  banks  consist  en- 
tirely of  Deposits ;  whereas  one-half  of  the  liabilities  of 
the  Bank  of  England  consist  of  its  Note-circulation, 
which  is  a  much  less  onerous  charge. 

Next,  take  the  case  of  the  Bank  of  France, — the  posi- 
tion of  which  establishment,  alike  as  a  bank  of  issue 
and  as  a  quasi-Government  bank,  most  nearly  corre- 
sponds to  that  of  the  Bank  of  England.  Let  us  compare 
the  amount  of  the  Assets  held  by  those  two  great  estab- 
lishments with  the  amount  of  their  Liabilities — i.  e.,  the 
extent  of  business  which  they  carry  on.  The  figures  in 
the  following  table  represent  millions  sterling :  the 
position  of  the  Bank  of  France  is  computed  from  the 
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average  of  the  weekly  returns  in  the  twelve  months  of 
1865, — the  statistics  for  the  Bank  of  England  are  given 
in  accordance  with  our  already-stated  estimate  of  its 
condition  in  ordinary  times  : — 


Bank  of  England, 
Bank  of  France, 


Liabilities. 

Assets. 

TOTiL. 

Notes. 

Deposits. 

Gov.  Sec. 

PrlT.  Sec 

Specie. 

Liabilities. 

Assets. 

Surplus. 

t-i 

20 

26 

20 

16 

42 

61 

19 

334 

11 

7^ 

26* 

18 

444 

51 J 

A 

Thus  it  is  seen  that  the  Bank  of  France  carries  on 
business — and  it  does  so  most  successfully — with  an 
amount  of  assets  not  exceeding  one-sixth  of  its  liabili- 
ties ;  while  the  assets  of  the  Bank  of  England  are  nearly 
one-/ia^  larger  than  its  liabilities.  Moreover  the  Bank 
of  Prance  is  bound  to  let  the  Government  draw  upon  it 
at  any  time  to  the  extent  of  2^  millions  (£2,400,000), 
while  the  Bank  of  England  is  not  liable  to  any  similar 
demand.  In  fact,  as  appears  from  tlie  preceding  table, 
if  the  Bank  of  England  kept  a  surplus  of  assets  of  only 
7  millions  (instead  of  19),  its  position  would  seem  as 
secure  as  that  of  the  Bank  of  France.  And  yet  the 
credit  of  the  Bank  of  France  is  as  undoubted  as  that 
of  the  Bank  of  England. 

But  there  is  an  important  point  of  difference  in  the 
circumstances  of  these  two  Banks.  The  Note-circulation 
of  the  Bank  of  France  constitutes  three-fourths  of  its 
total  liabilities ;  whereas  the  Bank  of  England's  Note- 
circulation  constitutes  only  one-half  of  its  liabilities, — 

*  "We  deduct  from  these  Private  Securities  of  the  Bank  of  France 
£1,600,000, — this  sum  being  lent  upon  bullion,  which  bullion  is  in- 
cluded in  the  Assets  under  the  head  of  "  Specie." 

2  C 
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that  is  to  say,  is  only  equal  in  amount  to  its  deposits. 
And — despite  the  current  opinion  to  the  contrary — it  is 
the  Deposits,  and  not  the  Notes,  which  are  really  the 
onerous  portion  of  a  bank's  liabilities*  Hence  the 
reserve-assets  of  the  Bank  of  England  ought  to  be  (as  it 
is)  larger  in  proportion  than  those  kept  by  the  Bank  of 
France. 

Nevertheless,  after  making  every  allowance  for  this 
point  of  difference,  the  Bank  of  England's  surplus  of 
assets  is  too  large  for  the  amount  of  business  which 
it  carries  on.  Since  the  Bank  of  France,  with  fully 
44  millions  of  liabilities,  can  meet  all  the  wants  of  the 
public,  and  maintain  its  credit  at  the  highest  point, 
with  a  surplus  of  only  7^  millions,  it  is  obvious  that 
19  millions  are  a  needlessly  large  surplus  to  be  kept  by 
the  Bank  of  England,  which  has  only  an  equal  amount 
of  liabilities. 

The  natural  consequence  of  this  difference  in  the 
practice  of  the  two  Banks  is  to  be  seen  in  the  differ- 
ent rates  of  dividend  which  they  pay.  The  ordinary 
amount  of  profits  divided  by  the  Bank  of  France  is 
slightly  more  than  £1,200,000  a-year ;  the  ordinary 
profits  of  the  Bank  of  England  amount  to  slightly  more 
than  £1,300,000.  Thus  the  profits  of  the  two  Banks 
are  almost  equal.  But  while  the  dividend  of  the  Bank 
of  England  amounts  on  the  average  of  years  to  9  per 
cent,  that  of  the  Bank  of  France  averages  16^  per  cent.f 

In  this  exposition  of  the  position  of  the  Bank  of  Eng- 
land, we  take  note  only  of  its  liabilities  to  the  public :  its 

*   Vide  supra,  p.  151-52,  and  162-63. 

t  The  dividends  paid  by  those  two  Banks  during  the  last  few  years 
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liabilities  to  its  shareholders  being  a  private  affair.  But 
in  order  to  render  our  exposition  complete,  we  may- 
state  that  the  paid-up  capital  of  the  Bank  amounts  to 
£14,553,000 ;  and  in  addition  there  is  a  large  sum  of 
undivided  profits  (called  "the  Eest"),  which  is  never 
allowed  to  fall  below  £3,000,000,  and  which  averages 
throughout  the  year  £3,350,000.  Thus,  actually,  the 
"proprietors'  capital"  of  the  Bank  amounts  to  about 
18  millions  sterling, — nearly  corresponding  with  the 
surplus  of  the  Assets  over  Liabilities,  which  usually 
amounts  (as  above  shown)  to  19  millions. 

These  facts  ought  to  put  an  end  to  the  extraordinary 
complaint,  vehemently  made  in  some  quarters,  that  the 
capital  of  the  Bank  of  England  is  too  small.  This  com- 
plaint is  the  offspring  of  ignorance.  The  origin  of 
the  complaint — which  the  complainants  faU  to  see — is 
the  mal-arrangement  of  the  Assets  of  the  Bank  (partly 
due  to  the  Bank  Act,  but  partly  also  to  the  mistaken 

were  as  follows  (the  Bank  of  England's  dividends  during  3  of  those 
years  (1864-5-6)  having  been  unusually  high) : — 


Bank 

OF  England. 

Bank  of  Fbauoe. 

1862 

84 

per  cent. 

1862  .  .  15-8  per  cent 

1863  . 

8| 

1863  .  .  16-5 

1864  . 

10| 

1864  .  .  20 

1865  . 

lOi 

1865  .  .  15-4 

1866  . 

111 

1866  .  .  15-6 

1867  . 

10 

"We  may  add  that  the  Bank  of  France  has  a  means  of  extending  its 
accommodation  to  the  pubUc,  and  likewise  of  increasing  its  profits, 
simply  by  extending  its  note-issues,  subject  only  to  maintaining  their 
convertibility  ;  whereas  the  Bank  of  England  at  present  has  no  such 
power.  It  cannot  increase  its  note-issues  without  equally  adding  to  its 
stock  of  gold  in  the  Issue  Office,  whereby  the  profit  on  this  busiaess  is 
nullified. 
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management  of  the  Directors),  whereby  an  enormous 
amount  of  the  Bank's  resources  are  virtually  nullified, 
and  can  only  come  into  use  in  the  impossible  case  of 
the  Bank's  insolvency. 
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Next,  putting  into  temporary  abeyance  this  q^uestion 
as  to  the  amount  of  the  Bank's  assets  compared  with  its 
liabilities,  let  us  proceed  to  the  second  stage  of  our  iu- 
quiry,  and  see  if  this  immense  amount  of  wealth  is  kept 
in  good  form — i.  e.,  in  the  shape  most  available  to  meet 
either  the  actual  or  the  possible  demands  upon  the  Bank. 

The  assets  of  the  Bank  are  of  three  different  kinds : 
namely.  Government  securities,  coin  and  bullion,  and 
private  securities.  Of  the  private  securities  we  need 
not  speak:  they  are  of  the  same  kind  as  with  other 
banks.  Therefore  we  need  only  concern  ourselves  with 
the  two  other  kinds  of  assets,— namely,  the  Government 
securities,  and  the  coin  and  bullion. 

The  Government  securities  are  at  present  held  partly 
in  the  Issue  Department,  partly  in  the  Banking  Depart- 
ment ;  15  millions  in  the  former,  and  about  11  millions 
in  the  latter. 

Government  Securities  in  Issue  Department. 

Let  us  consider,  first,  the  Government  Securities 
held  in  the  Issue  Department.  These  consist  of  11 
millions  of  Government  Debt,  and  4  millions  of  Govern- 
ment stock.     The  Debt,  as  we  have  said,  was  part  of 
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the  loans  made  to  the  Government  by  the  Bank  in 
order  to  obtain  a  continuance  of  its  exclusive  privileges. 
The  loans  were  made,  the  Debt  was  created,  not  as  a 
necessary  means  of  securing  either  the  notes  or  the 
general  solvency  of  the  establishment,  but  in  order  to 
preserve  the  monopoly  first  conferred  upon  the  Bank  in 
1708.  By  the  Act  of  1844,  the  Debt  was  placed  among 
the  assets  of  the  Issue  Department,  professedly  as  a 
security  for  the  note-circulation.  But  this  was  an  after- 
thought. The  Bank  never  thought,  or  found  it  neces- 
sary, to  secure  its  notes  by  such  means.  The  credit  of 
its  notes  had  never  been  questioned.  Moreover,  the 
alteration  thus  made  in  1844  was  merely  nominal. 
The  Bank  had  not  the  power  to  part  with  any  portion  of 
the  Debt:  independently  of  the  Act,  the  Debt  must  have 
remained  as  before,  a  fixed  portion  of  the  Bank's  assets, 
until  the  Government  was  authorised  by  an  Act  of 
Parliament  to  pay  it  off.  The  Act  of  1844  in  no  way 
made  any  addition  to  the  assets  or  general  solvency  of  the 
Bank  :  it  simply  decreed — with  what  wisdom  we  shall 
see — that  this  Debt,  and  3  (now  4)  millions  of  the  Gov- 
ernment stock  held  by  the  Bank,  should  be  kept  apart, 
locked  up  in  the  Issue  Department.  These  Government 
securities  were  held  by  the  Bank  before,  and,  as  regards 
the  amount  of  the  Debt  at  least,  were  then  as  available 
as  security  for  the  notes  as  they  are  now.  Only,  in- 
stead of  the  11  millions  being  regarded  as  a  debt  which 
the  Government  ought  to  repay,  this  amount  of  securi- 
ties was  thenceforth  said  to  be  a  basis  for  the  Bank's 
notes  which  it  was  absolutely  incumbent  upon  the 
Bank  to  keep. 
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The  theory  or  principle  upon  which  this  arrangement 
was  justified  was  this :  It  was  said,  "  Experience  shows 
that  the  amount  of  the  Bank's  note-circidation  which 
never  is  or  can  be  cashed  is  14  millions ;  therefore  no  gold 
is  needed  to  secure  those  notes."  At  the  same  time  (as 
will  be  immediately  shown)  no  special  security  was  pro- 
vided for  this  amount  of  notes  at  all.  Why,  then,  was 
the  Bank  not  left  to  use  its  own  discretion  in  the  matter  ? 
Why  was  this  immense  amount  of  assets  withdrawn  from 
its  use  and  locked  up  in  the  Issue  Department  ?  Because 
(it  was  replied)  it  was  the  privileges  conferred  upon  the 
Bank  which  enabled  it  to  acquire  so  large  a  note-circu- 
lation; therefore  the  Bank  should  fay  for  this, — ^the 
State  should  get  some  advantage  from  the  profitable 
result  of  the  exclusive  privileges  which  it  had  conferred 
upon  the  Bank.  In  literal  fact,  then,  the  cause  of  this 
Debt  not  being  repaid,  and  of  its  being  made  a  part  of 
the  fixed  assets  of  the  Bank,  was  substantially  on  the 
State's  account.  Just  as  it  had  been  for  years  before. 
Only,  instead  of  acknowledging,  as  previously,  that  this 
loan  of  11  millions  was  a  bonus  advanced  by  the  Bank 
for  its  monopoly,  which  ought  to  be  repaid  by  the 
Government  as  soon  as  possible,  in  order  that  the  bank- 
ing-system of  the  country  might  be  put  upon  a  fair  foot- 
ing, it  was  said  that  the  Debt  ought  to  be  continued  as  a 
new  security  for  the  Bank's  note-issues.  Nevertheless 
no  such  new  security  was  established.  The  name  of  the 
thing  was  altered,  but  the  position  remained  unchanged. 
The  general  solvency  of  the  Bank  was  not  strengthened, 
nor  were  those  locked-up  assets  rendered  any  more  avail- 
able as  security  for  the  note-issues  than  before.     Neither 
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the  amount  of  the  Debt  nor  the  other  Government  secu- 
rities locked  up  in  the  Issue  Department  are  legally 
secured  for  the  note-holders.  The  depositors  have  an 
equal  claim  upon  them  with  the  note-holders.  If  those 
assets  were  meant  to  be  a  special  security  for  the  notes, 
they  ought  to  have  been  legally  appropriated  for  that 
purpose ;  but  they  are  not.  Accordingly  they  are 
merely  a  portion  of  the  general  assets  of  the  establish- 
ment -which  the  Bank  cannot  use, — ^which  are  only 
available  in  the  event  of  the  iasolveney  of  the  Bank, — 
and  which  then  can  be  claimed  by  the  Depositors  as  well 
as  by  the  Note-holders.  They  are  simply  a  part  of  the 
immobilised  reserve-wealth  of  the  Bank. 

The  fact  that  the  Bank's  assets  are  of  inordinate  mag- 
nitude compared  with  the  amount  of  business  which  the 
Bank  can  at  present  carry  on — far  exceeding  not  only 
the  actual  or  probable  but  even  all  possible  requirements 
of  the  establishment — renders  it  unnecessary  for  us  to 
inquire  whether  the  assets  in  the  Issue  Department  are 
kept  in  the  best  or  most  available  form.  A  Govern- 
ment Debt  is  a  bad  form  of  banking-reserve, — for  it  is 
not  convertible  into  money,  as  Government  Stock  is: 
and  a  banking-reserve,  if  needed  at  aU,  ought  to  be  kept 
in  a  form  readily  convertible  into  money.  Nevertheless, 
as  regards  those  eleven  millions  of  Debt,  it  were  a  work 
of  supererogation  to  discuss  the  question.  Whether  or 
not  the  Bank  should  be  compelled  to  hold  this  amormt 
of  capital  locked  up  in  the  Issue  Department  is  a  ques- 
tion of  some  importance ;  but  if  the  Bank  be  compelled 
to  do  so,  there  can  be  no  objection  to  the  form  in  which 
those  eleven  millions  are  kept. 
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Government  Securities  in  Banking  Department. 

A  very  different  case  presents  itself  for  consideration 
when  we  come  to  the  eleven  millions  of  Government 
Securities  ordinarily  kept  in  the  Banking  Department. 
The  reserve  in  the  Banking  Department  is  really  the 
most  important  point  of  all.  It  is  on  the  Banking 
Department  that  the  great  demands  are  made.  The 
great  drains  on  the  establishment,  whether  for  notes  or 
gold,  arise  in  connection  with  its  purely  banking  busi- 
ness. They  would  occur  as  frequently,  and  to  as  great  an 
extent  as  at  present,  if  the  Bank  did  not  issue  a  single 
note  of  its  own.  They  are  caused  by  the  customers 
of  the  Bank  withdrawing  their  deposits  (or,  which 
is  the  same  thing,  the  amount  of  the  bills  which  the 
Bank  discounts  for  them)  whenever  or  from  whatever 
cause  the  monetary  requirements  of  the  country  increase. 
If  money  is  wanted  in  an  international  form — i.e.,  for 
payments  abroad, — ^then  the  deposits  are  withdrawn  in 
gold ;  if  it  is  wanted  for  home-business  only,  then  the 
amount  is  withdrawn  chiefly  in  notes,  but  partly  also  in 
sovereigns  as  small  change, — for  payment  of  wages,  &c. 
"Whether  the  demand  be  for  notes  or  for  gold,  the  result, 
under  the  present  constitution  of  the  Bank,  is  the  same. 
If  the  depositor  calls  for  notes,  the  Bank's  reserve  of 
notes  is  correspondingly  diminished ;  if  he  calls  for 
gold,  the  Bank  has  to  cancel  notes  in  its  banking-reserve 
to  an  equal  amount.  Hence  in  either  case,  under  the 
present  system,  what  is  wanted  by  the  Bank  is  more 
gold, — either  to  replace  the  gold  withdrawn,  or  (if  notes 
only  are  wanted)  to  enable  it  to  replace  the  notes  with- 


THE   FOEM   IN  "WHICH   ITS  ASSETS   AEE   KEPT.       409 

drawn.  Therefore  the  reserve  of  securities  in  the  Bank- 
ing Department  ought  to  be  kept  in  a  form  immediately 
convertible  into  gold, — or  else  into  an  additional  issue 
of  notes.  But  it  is  not  so  kept.  It  consists  of  Govern- 
ment securities,  which  may  be  sold  or  lent  on  the  Stock 
Exchange,  but  for  which,  when  so  lent  or  sold,  the  Bank 
receives  payment,  not  in  gold,  but  in  its  own  notes. 
Hence  a  reserve  kept  in  this  form  is  singularly  inefficient. 
It  cannot  supply  the  Bank  with  gold ;  and  it  can  only 
supply  it  with  notes  by  taking  these  notes  out  of  the 
hands  of  the  public  and  of  the  other  banks,  which  (in 
times  of  pressure)  are  already  insufiBciently  supplied 
with  them. 

The  only  use  which  the  Bank  makes  of  the  large 
amount  of  Government  securities  kept  in  the  Banking 
Department,  is  to  sell — or  else  to  take  short  loans  upon 
— a  small  portion  of  them.  Let  us  see  exactly  the  nature 
of  this  operation.  The  Bank,  as  we  have  said,  gets  in 
exchange  no  gold — only  its  own  notes :  and  as  at  such 
times  there  is  a  greater  demand  for  currency  than  usual, 
the  notes  which  the  Bank  draws  in  from  the  public  with 
one  hand,  it  has  to  give  out  again  with  the  other.  The 
notes  are  not  increased  in  number  by  this  process  :  the 
only  effect  is,  to  take  an  amount  of  notes  from  the  pub- 
lic and  from  the  other  banks,  and  to  concentrate  them 
in  the  Bank  of  England.  "What  the  latter  gains,  the 
former  lose.  The  consequence  is,  that  the  other  banks 
and  the  public,  being  further  straitened  for  notes,  go  to 
the  Bank  for  a  fresh  supply,  and  thereby  draw  out  again 
the  notes  which  the  Bank  had  just  drawn  in.  The  effect 
of  the  process,  therefore,  is  nil,  or  infinitesimal.     As  the 
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Bank  gets  loans  upon  these  Government  securities  below 
the  minimum  rate  which  it  charges  for  the  notes  when 
lent  out  again  in  discounts,  it  makes  a  gain  on  the  trans- 
action, and  does  not  in  any  case  suffer  loss.  A  very 
slight  economy  of  the  currency  is  the  most  that  can  be 
effected :  that  is  to  say,  some  notes  not  absolutely  needed 
by  their  holders  {i.  e.,  the  other  banks  and  the  public) 
may  be  turned  to  account  by  being  drawn  into  the  Bank. 
But  this  is  a  mere  trifle  at  most,  and  does  not  exercise 
the  slightest  appreciable  effect  upon  the  course  of  a 
monetary  crisis. 

Thus  we  see  that  this  large  reserve  of  Government 
securities  in  the  Banking  Department  is  not  a  means  of 
adding  to  the  note-circulation;  neither  is  it  made  a 
means  of  bringing  gold  into  this  country,  or  of  lessen- 
ing the  export  of  gold.  It  is  not  used  as  a  means  of 
supplyiag  the  Bank  with  gold,  nor  can  it  be  used  as  a 
me^ns  of  supplying  the  Bank  with  more  notes,  when 
these  are  needed ;  yet  to  obtain  this  supply  is  the  very- 
thing  wanted, — it  is  the  grand  object  for  which  the 
Bank's  reserve  is,  or  ought  to  be,  kept.  What  is  espe- 
cially needed  is,  that  the  reserve  of  Government  secu- 
rities in  the  Banking  Department  should  be  kept  in  a 
form  readily  convertible  either  into  gold  or  into  domestic 
currency.  Taking  our  monetary  system  as  it  is  (which 
requires  that  more  gold  shall  be  kept  by  the  Bank  when 
more  notes  are  needed  by  the  public),  this  reserve  of  se- 
curities should  be  kept  in  a  form  readily  convertible  into 
gold.  How  is  this  proceeding  to  be  eflfected  ?  It  might 
be  done  to  an  infinitesimal  extent  by  the  Bank  keeping 
a  portfolio  of  first-class  foreign  bills ;  but  much  better 
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ty  keeping  part  of  its  banking-reserve  of  securities  in 
the  shape  of  foreign  stock, — in  the  shape  of  Government 
securities  held  ia  those  countries  to  which  our  drains  of 
gold  usually  flow. 

To  keep  a  portfolio  of  foreign  bills  would  have  no 
more  effect  in  supplying  the  Bank  with  gold  than  the 
cashing  of  its  securities  at  home  has  ia  adding  to  its 
stock  of  notes :  that  is  to  say,  the  process  might  make  a 
very  slight  economy  of  those  foreign  biUs,  but  that  is  all. 
It  could  not  increase  the  amount  of  foreign  bills  in  this 
country, — i.  e.,  it  would  not  give  us  any  more  means  of 
making  payments  abroad  without  the  use  of  specie.  The 
foreign  bills  kept  by  the  Bank  would  be  just  so  many 
withdrawn  from  the  portfolios  of  the  merchants.  If  the 
Bank  were,  in  times  of  difficulty,  to  buy  up  foreign  bills 
abroad — as  the  Bank  of  France  has  done  on  several 
occasions, — the  effect  would  be  much  more  important ; 
but  merely  to  keep  a  portfolio  of  foreign  bOls,  drawn 
from  the  keeping  of  our  own  merchants,  would  be  of 
no  appreciable  use. 

The  purchase  of  foreign  bills  abroad  would  be  an  ex- 
ceptional transaction  suited  (if  there  were  no  better  plan) 
to  meet  exceptional  and  transient  emergencies.  But 
even  to  facilitate  such  a  course,  the  reserve  of  securities 
in  the  Banking  Department  ought  to  be  kept  in  a  form 
different  from  what  it  is  at  present.  What  is  really 
required  is,  that  the  Bank  should  keep  a  portion  of  its 
reserve  of  Government  securities  in  the  shape  of  Govern- 
ment stock  abroad, — in  those  countries  to  which  our 
drains  of  specie  usually  flow.  By  selling  or  taking 
loans  upon  that  stock,  the  Bank  could  either  draw  specie 
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to  this  country,  or  lessen  our  exports  of  gold  ty  giving  to 
its  customers  drafts  upon  foreign  banks — upon  the  banks 
of  the  country  to  which  it  is  necessary  to  send  specie. 
This  process  would  give  what  is  so  often  wanted, — 
namely,  a  means  of  adding  to  our  stock  of  international 
currency,  and  thereby  of  lessening  our  export  of  gold 
in  times  of  foreign  drains.  This  is  a  point  which  will 
be  fully  discussed  in  the  sequel. 

Bullion  in  Issue  Department. 

In  addition  to  the  15  millions  of  Government  securities 
(of  which  we  have  already  spoken),  the  Issue  Depart- 
ment holds  on  the  average  nearly  15  millions  of  coin 
and  buUion.  The  great  fact  to  be  noted,  as  regards 
this  stock  of  coin  and  bullion,  is  that  one-half  of  it 
is  practically  nullified.  One -half  of  it  is  of  no  use 
whatever  in  carrying  on  the  business  of  the  Bank, 
however  urgent  may  be  the  exigencies  of  the  establish- 
ment :  it  counts  for  nothing,  and  can  only  become 
available  in  the  event  of  the  Bank  becoming  insolvent. 
Fully  seven  miUions  of  the  reserve  of  coin  and  bullion 
are  de  facto  as  useless  as  if  they  were  kept  buried  by 
Act  of  Parliament  beneath  the  solid  foundations  of  the 
Bank.  The  Bank  might  possibly,  in  some  great  emer- 
gency, sell  or  mortgage  the  buildings  in  which  it  carries 
on  its  business,  but  it  cannot  possibly  touch  or  pledge 
any  part  of  those  seven  millions  of  gold.  Not  a  particle 
of  that  large  amount  of  specie  can  be  used  even  to  ward 
off  bankruptcy.  A  few  words  will  serve  to  explain 
how  this  strange  result  is  produced :  * — 

*  The  following  statement  is  condensed  from  my  work  on  the 
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Por  every  note  issued  beyond  the  arbitrarily  iixed  sum 
of  £15,000,000,  the  Act  of  1844  requires  that  the  Bank 
shall  hold  a  corresponding  amount  of  gold.  As  the  ordi- 
nary amount  of  notes  reqvured  for  the  wants  of  the 
pubHc  is  £22,000,000,  it  foUows  that  £7,000,000  is  the 
lowest  amount  of  gold  that  must  be  in  the  Issue  Depart- 
ment to  allow  of  those  22  millions  of  notes  being  kept 
in  circulation.  And  taking  into  account  the  require- 
ments of  the  branches  of  the  Bank  and  other  matters, 
this  sum  may  safely  be  stated  iu  round  numbers  at 
fully  7^  millions.  As  a  matter  of  fact,  when  the  gold 
in  the  Bank  falls  to  this  amount,  the  Bank  Act  has  to 
be  suspended. 

Thus,  when  fully  7  millions  of  specie  are  in  its  posses- 
sion, and  22  millions  of  notes  are  in  circulation,  all  the 
notes  which  the  Bank  is  allowed  to  issue  are  in  the  hands 
of  the  public.  When  this  point  is  reached — when  the 
bullion  in  its  possession  has  simk  to  this  level, — the 
Bank  cannot  issue  a  single  additional  note.  Neither 
can  it  part  with  a  single  gold-coin.  As  discounted  bills 
fall  due,  the  Bank  may  discount  others  to  an  equal 
amount ;  but  that  is  the  most  it  can  do.  However 
pressing  be  the  emergency,  the  Bank  cannot  extend  its 
banking-accommodation  one  iota.  What  is  more,  when 
an  actual  crisis  arrives,  it  cannot  even  continue  it.  Its 
Issue  Department  being  literally  shut  up,  it  must  with- 
draw from  its  discount-business  whatever  amount  of 
notes  may  be  called  for  by  its  depositors.  Otherwise, 
if  a  depositor  were  to  ask  at  such  a  time  for  even  a 

EcoTiomy  of  Capital,  where  the  disastrous  working  of  this  proTision 
of  the  Act  of  1844  was  folly  pointed  out. 
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£5-note,  the  Bank  could  not  give  it, — its  legal  power  to 
issue  notes  beiag  exiausted.  And  if  the  depositor  were 
to  say, '  Then  give  me  the  sum  in  gold,  of  which  you  say 
you  have  fuUy  7  millions/  the  Bank  must  reply  that  this 
form  of  issue  is  shut  up  too,  because  every  sovereign  of 
those  7  millions  is  needed  in  its  own  vaults  in  order  to 
avoid  an  infringement  of  its  Charter.  Thus  the  Bank 
at  such  times  cannot  make  payment  of  a  single  note 
or  sovereign  to  any  of  its  depositors,  except  by  with- 
drawing a  similar  amount  from  its  loans  and  dis- 
count-operations, which  are  the  mainstay  of  trade  and 
credit.  And  this  artificial  ddemma  occurs  at  times 
when,  as  every  one  knows,  there  is  a  greatly  in- 
creased demand  for  loans  and  discounts  at  the  Bank 
of  England,  owing  to  the  increase  in  the  monetary 
requirements  of  the  community  which  always  takes 
place  in  times  of  crisis. 

The  effect  of  this  arrangement  is,  that  one-half  of  the 
average  stock  of  gold  held  by  the  Bank  is  of  no  use — 
cannot  in  any  way  be  employed  in  carrying  on  the 
business  of  the  establishment.  It  is  highly  important 
to  observe  the  practical  consequences  of  this  arrange- 
ment as  regards  the  community.  This  artificial  cur- 
tailment of  the  resources  of  the  Bank  renders  monetary 
crises  more  frequent  and  more  disastrous  than  ever. 
FuUy  7  millions  of  gold  being  nullified,  when  the  bul- 
lion in  the  Bank  falls  to  9  millions,  a  crisis  ensues  as 
violent  as  used  to  be  when  the  specie  was  reduced  to  1 
or  2  millions.  The  Bank  has  to  stop  when  it  still  has 
fully  seven  millions  of  gold,  just  as  if  the  gold  had 
fallen  to  zero.     Thus  every  trifling  ebb  of  specie  from 
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the  Bank  is,  under  the  present  system,  converted  into  a 
serious  national  disaster* 

What  is  more,  the  effect  of  this  arrangement  weighs 
upon  the  community  at  all  times.  Not  only,  at  recur- 
rent periods,  does  it  produce  great  monetary  crises,  but 
it  permanently  and  artificially  enhances  the  rate  of  dis- 
count throughout  the  whole  country.  The  Bank  Direc- 
tors now  regard  seven  millions  of  their  stock  of  specie 
as  non-existent.  "When  they  have  fourteen  millions  of 
gold,  they  act  as  if  they  had  only  seven.  Seven  millions 
form  the  zero-point  in  their  calculations :  that  is  to  say, 
one-half  of  the  ordinary  amount  of  bullion  in  the  Bank 
is  nullified,  and  a  double  price  is  charged  for  the  other 
half.  It  is  needless  to  say  that  the  special  interest  of 
the  Bank  Directors,  and  of  the  directors  of  all  banks,  is 
to  keep  the  rate  of  discount  as  high  as  possible.     It  is 


*  As  sliowii  in  November  1857,  tte  Bank  has  to  fail,  or  the  Bank 
Act  has  to  he  suspended,  when  there  is  £7,170,000  of  coin  and  bullion  in 
the  establishment.  Consider  for  a  moment  the  magnitude  of  this  waste. 
This  amount  is  nearly  equal  to  the  whole  stock  of  specie  (£8,000,000) 
which  the  Bank  held,  on  the  average,  for  the  twenty -five  years  previous 
to  the  passing  of  the  Bank  Act — namely,  from  1819  to  1844.  Or  look 
at  the  case  of  the  Bank  of  France.  That  Bank,  with  a  note-circulation 
fully  one-half  larger  than  that  of  the  Bank  of  England,  and  whose 
loans  to  the  public  are  likewise  much  larger,  has  often  carried  on  its 
usual  amount  of  operations  with  only  seven  millions  of  specie.  During 
December  1863  and  January  1864,  its  stock  of  specie  averaged  exactly 
seven  millions  sterling;  and  for  several  months  at  that  time,  the  Bank 
of  France,  with  equal  liabilities  to  those  of  the  Bank  of  England,  had 
only  half  as  much  specie,  and  yet  charged  less  for  its  loans ;  while  more 
confidence  prevailed  in  the  commercial  world  of  France  than  in  ours. 
Finally,  to  show  the  true  value  of  the  specie  thus  wasted,  nullified,  by 
the  Bank  Act,  we  may  state  that  seven  millions  of  gold  much  more 
than  suffices  for  the  wants  of  all  the  Scotch  and  Irish  bants  put  to- 
gether, although  the  liabilities  of  those  banks  are  nearly  treble  those 
of  the  Bank  of  England. 
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as  natural  for  bankers  to  desire  to  keep  up  the  price  of 
money  on  loan  as  it  is  for  farmers  to  wisli  for  high 
prices  for  corn.  Bankers  will  always  keep  the  rate  of 
discount  as  high  as  they  possibly  caiL  But  in  the  pre- 
sent case  the  Government  imposes  a  useless  burden 
upon  the  Bank,  which  the  Bank  naturally  seeks  to  shift 
on  to  the  shoulders  of  the  community.  When  the 
amount  of  bullion  in  the  Bank  is  between  thirteen  and 
fourteen  mOlions,  the  rate  of  discount  is  frequently 
raised  to  8  or  10  per  cent.  For  example,  in  December 
1863,  when  the  minimum  Bank-rate  was  8  per  cent,  the 
stock  of  bullion  averaged  13^  millions.  And  in  the 
autumn  of  1864,  the  Bank-rate  stood  for  two  months  at 
9  per  cent,  while  its  amount  of  gold  averaged  nearly 
13J  millions.  Again,  in  May,  June,  and  July  1866, 
the  Bank-rate  was  10  per  cent,  although  its  stock  of 
gold  averaged  upwards  of  13|  mUlions. 

Having  thus  reviewed  the  position  of  the  Bank  as  it 
is,  let  us  recapitulate.  The  three  great  points  which 
come  into  view  are :  1.  That  the  assets  of  the  Bank 
are  inordinately  large  in  proportion  to  the  amount  of 
business  which,  under  its  present  restrictions,  the 
Bank  carries  on.  2.  That  the  reserve  of  Government 
securities  in  the  Banking  Department  is  kept  in  a  use- 
less form,  and  is  never  employed  (as  such  a  reserve 
ought  to  be)  to  procure  gold  for  the  Bank  when  gold  is 
needed.  3.  That  nearly  one-half  of  the  ordinary  amount 
of  gold  held  by  the  Bank  is  practically  useless  — 
cannot  be  employed  at  all  in  the  business  of  the  Bank, 
— constitutiag  a  dead  loss  to  the  establishment,  which 
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the  Directors  naturally  seek  to  shift  on  to  the  shoulders 
of  the.  public. 

One  effect  of  the  burdens  and  restrictions  placed  on 
the  Bank  by  the  Government — and  still  more  of  the  vir- 
tual monopoly  possessed  by  the  Bank — is  to  be  seen  in 
the  misuse  which  the  Directoxs  make  of  the  Government 
securities  in  the  Banking  Department.  They  never  em- 
ploy these  assets  as  a  means  of  getting  gold.  Instead  of 
taking  steps  to  supply  themselves  with  gold  when  more 
gold  is  needed,  the  Directors  prefer  to  charge  a  double  or 
a  treble  rate  for  all  their  money,  whether  gold  or  notes. 
Thus  the  Bank  makes  use  of  its  privileges  to  nullify  its 
burdens. 

THE  NEW  SYSTEM. 

The  remedy  to  be  applied  is  as  obvious  as  the  exists 
ing  defects.  In  brief,  we  must  lighten  the  burdens 
upon  the  Bank,  and  at  the  same  time  abolish  its  mono- 
poly. We  must  put  an  end  to  the  present  waste  of  the 
resources  of  the  Bank,  by  rendering  them  as  available 
as  is  possible  to  meet  the  requirements  of  the  estab- 
lishment. Especially,  in  so  doing,  we  must  raise  the 
embargo  upon  the  seven  millions  of  gold  (at  present 
locked  up  passively  in  the  Issue  Department),  which 
ought  to  be  the  most  effective  portion  of  the  Bank's  re- 
serve. This  embargo  is  a  serious  tax  upon  the  Bank 
(seeing  that  this  gold  bears  no  interest),  and  also  is  one 
cause  of  the  exorbitant  raising  of  the  Bank-rate  which 
has  of  late  become  so  frequent  and  so  disastrous  to  the 
trade  and  industry  of  the  country. 

2D 
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It  -were  -useless  to  attempt  to  deal  ■with  the  posi- 
tion of  the  Bank  as  if  it  presented  a  tabula  rasa.  We 
must  pay  deference  to  existing,  and  long-existing,  con- 
ditions. Hence  our  object  is  to  effect  a  maximum  of 
improvement  with  a  minimum  of  change.  The  reserve- 
M'ealth  of  the  Bank  (i.e.,  the  surplus  of  its  assets 
over  its  liabilities)  is  unquestionably  larger  than  is 
actually  needed :  but  we  do  not  propose  to  lessen  it. 
"We  would  use  it  as  a  means  of  greatly  extending  the 
Bank's  business.  Instead  of  lessening  the  capital,  we 
AvouM  let  the  Bank's  business  work  up  to  it.  More- 
over, the  present  magnitude  of  its  reserve-wealth  affords 
a  means  of  basing  the  note-issues  of  the  Bank  upon  the 
principle  which  we  have  proposed  to  apply  to  the 
general  monetary  system  of  the  country,  without  im- 
posing any  burden  upon  the  Bank  in  lieu  of  those  from 
which  we  think  it  ought  to  be  freed. 

The  first  and  greatest  reform  which  we  propose  is 
this  : — Let  the  note-issues  of  the  Bank  be  fully  covered 
by  a  corresponding  amount  of  Government  securities, 
legally  secured  for  the  note-holders  :  thereafter  let  the 
other  assets  of  the  Bank  be  freely  at  the  disposal  of  the 
Directors, — to  be  used  in  whatever  way  the  interests  of 
the  Bank  may  require.  This  will  preserve  in  essence 
the  separation  between  the  Issue  and  the  Banldng  De- 
partments of  the  establishment,  without  the  embarrass- 
ments produced  by  the  present  constitution  of  those  de- 
partments. Under  this  new  system,  fully  seven  millions 
of  gold,  yielding  no  interest,  would  be  withdrawn  from 
their  present  condition  of  passivity,  as  a  vague  secu- 
rity for  the  notes,  and  would  be  replaced  by  an  equal 
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amount  of  Government  securities,  yielding  interest  to 
the  Bank,  and  expressly  set  apart  for  the  note-holders. 

"With  those  changes  made,  let  us  see  what  would  be 
the  constitution  of  the  Bank  of  England.  Taking  the 
ordinary  position  of  the  Bank  (as  we  have  hitherto  done) 
as  a  basis — that  is  to  say,  with  22  millions  of  notes,  20 
of  deposits,  15  of  specie,  26  of  Government  securities, 
and  20  of  private  securities, — the  position  of  the  estab- 
lishment would  be  as  follows.  The  figures  in  the  table 
represent  millions  sterling  : — 

IfEW    System. 


Liabilities. 

Ass  Era. 

Notes. 

Deposits, 

Security  for  Notes. 

General  Reserve. 

22 

20 

The  Debt,  .     .  11 ) 
Government  Se-      \-2i 
curities,  .    .  11  j 

Gold,    ...     15-) 
Gov.  Securities,   4  V39 
Private  do.,   .     20  j 

4 

2 

1 

Or  the  same  position  may  be  exhibited  in  this  way : — 


Liabilities. 

Assets. 

Notes. 

Deposits. 

Security  for  Notes. 

Security  for  Deposits.      Eeserve. 

22 

20 

The  Debt,     11 ) 
Government        >22 
Securities,  11  j 

Bills  and  other)        Gold,        15 
Private  Seen-  V.20  'Gov.  Sec,  4 
rities,    .    .     )       \                19 

42 

61 

The  most  important  result  of  these  changes,  as  is 
obvious,  is  greatly  to  add  to  the  effective  strength  of  the 
Bank's  Eeserve.  The  amount  of  the  Bank's  assets  kept 
in  reserve  remains  the  same,  but  the  amount  of  that 
reserve  which  exists  in  an  effective  form  is  largely  in- 
creased.    A  great  and  most  important  addition  is  made 
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to  the  portion  of  the  reserved  assets  "which  consists  of 
Money.  At  present  the  Eeserve  in  the  Banking  Depart- 
ment consists  on  the  average  of  11  millions  of  Govern- 
ment securities  and  (say)  8  millions  of  notes ;  whereas 
under  the  new  system  it  would  consist  of  4  millions  of 
readily  convertible  stock  (Consols  and  Exchequer  bills), 
and  15  millions  of  gold. 

But  the  effects  of  the  New  System  would  go  much 
further  than  this.  The  whole  amount  of  the  reserved 
assets  would  become  available.  This  would  remedy  one 
of  the  most  striking  defects  of  the  existing  system.  At 
present,  when  the  notes  and  coin  in  the  Banking  Depart- 
ment fall  to  5  millions  (whether  from  a  demand  solely 
for  notes,  or  for  gold  alone,  or,  as  a  foreign  drain  often 
produces  an  internal  one  also,  for  notes  and  gold 
simultaneously),  there  are  also  in  the  Banking  Depart- 
ment about  11  millions  of  Government  securities, — mak- 
ing the  total  Banking  Eeserve  amount  to  16  millions. 
How,  then,  is  it  that  embarrassment  arises  at  such 
times  1  Because  two-thirds  of  the  Banhing  Reserve  are 
at  present  useless.  The  Government  securities  in  the 
Banking  Department  cannot  be  converted  into  currency 
(notes)  save  by  withdrawing  an  equal  amount  of  notes 
from  the  public  and  the  other  banks.  The  monetary- 
requirements  of  the  public  remaining  as  before,  the 
notes  thus  acquired  by  the  Bank  are  immediately  drawn 
out  again  by  the  other  banks  and  by  its  private  cus- 
tomers. Hence  the  Bank's  present  practice  of  taldng 
loans  upon  a  portion  of  its  Consols,  though  profitable 
to  the  establishment,  is  quite  illusory  as  a  means  ,of 
adding  to  its  reserve  of  money.     The  present  congti- 
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tution  of  the  Banking  Eeserve  is  perfectly  absurd ;  it 
is  also  a  waste  of  resources,  for  which  the  community 
suffers.  Even  in  ordinary  times — i.e.,  when  there  are 
eight  or  nine  millions  of  notes  and  coin  in  the  Banking 
Department — the  useless  portion  of  the  Banking  Eeserve 
exceeds  one-half  of  the  whole  amount.  When  the  notes 
and  coin  fall  to  five  miUions,  nearly  three-fourths  of  this 
Eeserve  are  useless.  And  when  all  the  notes  and  coin 
are  used  up,  the  whole  of  the  Eeserve  (still  consisting 
of  eleven  mUlions  in  the  form  of  Government  securi- 
ties) is  as  useless  as  if  it  were  non-existent !  It  is  a 
mirage,  which  becomes  "  nowhere  "  when  approached. 

Under  the  New  System  the  case  would  be  very 
different.  The  Government  securities  held  in  the 
Banking  Department  would  be  immediately  convertible 
into  an  equal  amount  of  bank-notes.  By  transferring 
a  portion  of  those  securities  into  what  may  still  be 
called  the  Issue  Department  (although  this  would  be 
made  a  Government  ofEce),  the  Bank  would  be  entitled 
to  issue  additional  notes  to  a  like  amount.  So  that,  at 
any  moment,  the  Bank  could  transmute  the  Govern- 
ment securities  in  its  banking-reserve  into  an  equal 
amount  of  currency  in  the  shape  of  notes.  The  gold  in 
the  banking-reserve,  of  course,  would  be  likewise  trans- 
mutable  into  notes.  If  the  demand  were  for  notes,  the 
Bank  would  either  take  some  of  its  Consols  from  the 
banking-reserve,  or  would  purchase  such  stock  with  its 
gold,  and,  depositing  these  Consols  in  the  Issue  Office, 
would  receive  in  return  an  equal  amoimt  of  notes.  In 
this  way  the  whole  of  the  Banking  Eeserve,  alike  the 
Government  securities  and  the  gold,  would  be  rendered 


422      BEFOEM  OP  THE  BANK  OF  ENGLAND. 

available  to  meet  the  requirements  of  the  establishment. 
"What  would  be  the  result  ?  The  effective  resources  of 
the  Bank  would  in  ordinary  times  be  fuUy  doubled, 
and  in  times  of  dif&culty  trebled  or  quadritpled. 

The  portion  of  the  Eeserve  consisting  of  Consols 
would  not  be  of  any  use  in  procuring  for  the  Bank  a 
supply  of  gold.  The  gold  could  be  converted  into  Con- 
sols and  the  Consols  into  notes,  but  the  Consols  could 
not  be  converted  into  gold, — because  the  Bank  might  be 
paid  in  its  own  notes  whenever  it  sold  any  portion  of 
its  securities.  Accordingly  the  proportion  of  gold  in 
the  Eeserve  should  greatly  exceed  that  of  Consols.  The 
largest  amount  of  Consols  held  in  the  banking-reserve 
should  not  be  more  than  sufficient  to  meet  the  possible 
requirement  for  Notes.  "When  the  note-circulation 
stands  at  22  milUons,  the  portion  of  the  Eeserve  consist- 
ing of  Consols  should  not  exceed  4  millions, — 26  mil- 
lions being  the  highest  point  which  the  note-circulation 
has  reached.  In  the  ordinary  position  of  the  Bank  (viz., 
with  22  millions  of  notes,  15  of  gold,  and  19  of  Eeserve 
in  the  Banking  Department)  this  would  leave  15  millions 
of  the  banking  Eeserve  in  the  form  of  gold.  In  similar 
circumstances,  under  the  present  system,  the  amount  of 
cash  in  the  Banking  Eeserve  is  only  8  millions.  And 
after  setting  aside  half  a  million  of  gold  for  the  cashing 
of  notes  (which  is  about  ten  times  the  amount  usually 
needed),  the  amount  of  the  Eeserve  available  for  purely 
banking-purposes  (viz.,  14J  millions  of  gold  and  4  mil- 
lions of  Consols,  convertible  into  notes)  would  be  more 
than  twice  as  large  under  the  new  system  as  under  the 
present  one. 
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111  fact,  in  the  ordinary  position  of  the  Bank  under 
the  New  System,  several  millions  of  its  gold  might 
with  perfect  safety  to  the  public,  and  obviously  with 
profit  to  the  Bank,  be  invested  in  Government  stock 
abroad.  "When  a  demand  for  gold  for  export  arose,  the 
Bank  would  take  short  loans  on  those  foreign  securities, 
and  give  drafts  for  the  amount  to  its  customers ;  so  that 
the  gold  in  Bank  would  not  be  touched  tintil  those 
foreign  securities,  or  the  greater  part  of  them,  had  been 
turned  to  account — reconverted  into  gold.  Such  a  pro- 
cess would  be  more  profitable  to  the  Bank  than  keeping 
its  whole  stock  (at  present  amounting  to  24  millions) 
of  gold  in  hand ;  and  at  the  same  time  the  Bank's 
power  of  supplying  its  customers  with  gold  would  be 
as  great  as  at  present.  Say  that  the  Bank  should,  in 
ordinary  circumstances,  keep  10  millions  of  gold :  this, 
in  addition  to  the  4  millions  of  Consols  convertible  into 
notes,  would  make  the  effective  Eeserve  in  the  Banking 
Department  amount  to  14  millions,  while  in  addition  the 
Bank  would  hold  5  millions  of  foreign  stock  convertible 
into  gold  when  required.  This  is  taking  the  average 
position  of  the  Bank, — as  we  do  throughout.  Of  course, 
when  its  stock  of  gold  increased  beyond  the  average 
amount,  there  would  be  so  many  more  millions  to  invest 
in  foreign  securities, — with  a  corresponding  addition  to 
the  profits  of  the  Bank. 

To  bring  clearly  into  view  the  bearing  of  the  Ncav 
System,  as  compared  with  the  present  one,  let  us  show 
what  wUl  be  the  variations  in  the  amoimt  and  form  of 
the  Reserve  under  several  different  positions  of  the 
Bank.     First,  let  us  suppose  that  the  note-circulation 
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remains  at  its  ordinary  amount,  while  the  Bank's  stock 
of  gold  varies  from  a  minimum  to  a  maximum : — 

NoTE-CmcuLATioN  =  22  Millions. 


Gold  =  7  Millions.  Gold  =  20  Millions. 

Position  of  the  Banking  Eeserve. 


At  Present. 


Govt.  Sees.,    11 

Notes  &  Coin,*  0 

Millions,      11 


As  Proposed. 


Govt.  Sees. 

convei'tiblef  4 
Gold*  Coin,    7 


At  Present. 


Govt.  Sees.,  11 

Notes  &  Coin,  13 

Millions,      24 


Proposed  Alternatives. 


either 
Govt.  Sees.,     4 

Gold* Coin,  20 

24 


Govt.  Sees.,  4 
Gold  &,  Coin,  10 
Foreign  Stock,10 


Next  let  us  vary  the  case,  and  suppose  that  the  Gold 
remains  at  its  ordinary  amount  (say  15  millions),  while 
the  Note-circulation  varies  : — 

Gold  =  15    Millions. 


NOTE-ClKCULATlON  =  19  MILLIONS.               NOTE-ClKOTJLATION  =  25  MILLIONS. 

Position  of  the  Banking  Eeserve. 

At  Pi-esent. 

As  Proposed. 

At  Present. 

As  Proposed. 

Govt.  Securities,   11 
Notes  and  Coin,    11 

Govt.  Sees. 

convertzhle,     7 
Gold  &  Coin,  16 

Govt.  Securities,  11 
Notes  and  Coin,      5 

Govt.  Sees. 

convertiUe.    1 
Gold  &,  Coin,  15 

Millions,      22 

22 

Millions,     16 

16 

Or,  let  us  suppose  that  the  gold  in  the  Bank  of  Eng- 
land runs  down  to  9  millions,  while  the  requirements 
of  the  public  keep  the  note-circulation  at  23  millions. 
Under  the  present  system,  the  Bank,  in  such  a  case, 
must  stop;  whereas,  under  the  New  System,  the  banking 

*  In  this  case  the  Bank  Act  must  he  suspended,  for  the  Bank  is  no 
longer  able  to  carry  on  business  when  its  Banking  Eeserve  of  notes 
and  coin  falls  to  £1,000,000. 
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Eeserve  would  actually  be  in  a  much  better  position 
than  it  occupies  in  ordinary  times  under  the  present 


Notes  =  23  Millions.       Gold  =  9  Millions. 


Position  of  the  Banking  Reserve. 


At  Present. 


As  Proposed. 


GoTerninent  Securities,    .       11 

Notes  and  Coin,        .        .        1 

Millions,  12 


Government  Securities 

{Cmiveriible  into  Notes),  3 

Gold  and  Coin,           .         .  9 

Millions,  12 


Finally,  fully  to  test  the  resources  of  the  New  Sys- 
tem, let  us  suppose  that  the  gold  in  the  Bank  falls  to 
7  millions,  while,  owing  to  extraordinary  circumstances, 
the  note-circulation  stands  at  25  millions.  Even  then 
the  banking  Eeserve  under  the  New  System  would  be 
little  less  than  the  effective  portion  of  it  (the  notes  and 
coin)  is  in  ordinary  circumstances  under  the  present 
system ;  and  the  amount  of  gold  would  be  fully  equal 
to  that  with  which  the  Bank  of  France  at  times  carries 
on  its  whole  business  without  disquiet  or  embarrassment. 
The  Eeserve  would,  in  this  very  exceptional  case,  stand 
thus : — 

NOTE-CIECULATION  =  25  MILLIONS.  GoLD  =  7  MILLIONS. 

The  banking  Eeserve. 
Government  Seciirities,     ...         1 
Gold,* 7 

Millions,        8 

*  In  a  case  like  this  (if  such  were  to  happen)  the  Bank  would  not 
be  likely  to  convert  any  of  its  gold  into  Consols  or  notes. 
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The  two  features  of  tlie  New  System  are :  1.  A 
re-distribution  or  re-arrangement  of  the  assets  of  the 
Bank,  so  as  to  economise  the  Bank's  resources  by 
placing  each  item  of  its  assets  in  the  place  where  it 
will  have  a  maximum  of  efficiency.  2.  The  power  to 
increase  the  issue  of  notes,  when  required,  upon  the 
Bank  depositing  in  the  Issue  Office  a  corresponding 
amount  of  Consols.  Let  us  consider  the  effect  of  each  of 
those  changes  separately. 

I.  The  Ee-arrangement  of  the  Assets  of  the  Bank. — 
Taking  the  note-circulation  at  its  ordinary  amount  (22 
millions),  the  26  millions  of  Government  securities  at 
present  held  by  the  Bank  would  be  disposed  of  thus — 
22  millions  deposited  in  the  Issue  Office,  and  4  mil- 
lions in  the  Banking  Eeserve.  If  the  note  -  circu- 
lation increased,  the  Consols  in  the  Eeserve  would 
be  correspondingly  diminished ;  if  the  circulation 
fell,  a  correspondingly  greater  amount  of  Consols 
would  be  added  to  the  Eeserve.  As  regards  the  Gold 
(which  in  ordinary  times  amounts  to  about  15  mil- 
lions), the  whole  of  it  would  be  placed  in  the  Bank's 
Eeserve,  —  to  be  employed  alike  in  the  cashing  of 
notes,  and  for  the  specie -payments  required  by  de- 
positors or  discount  -  customers.  The  effect  of  this 
arrangement,  as  we  have  fully  shown,  would  be  in 
■ordinary  times  to  double,  and  in  times  of  difficulty  to 
treble  or  quadruple,  the  effective  or  really  available 
portion  of  the  Bank's  Eeserve..  For  example  (quite 
independently  of  the  second  part  of  our  scheme,  i.e., 
the  power  to  issue  notes  on  the  deposit  of  Consols), 
the.  difference  between  the  present  and  the  proposed 
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systems,  during    a    heavy  drain    of   gold,  would  be 
this : — 


KoTE-ClKOULATION  =  22  MILLIONS.  GOLD  =  7  MILLIONS. 


State  of  the  Banking  Reserve. 


Present  System. 


New  System. 


Government  Securities,      .     11 
Notes  and  Coin,  .        .      0 

Millions,  11 


Government  Securities,       .       4 
Gold  and  Coin,  ...      7 

Millions,         11 


"UTien  so  circumstanced,  imder  the  present  system, 
the  Bank  of  England  must  stop ;  whereas,  imder  the 
new  arrangement  of  its  assets  (and  apart  from  the 
power  to  issue  notes  on  the  deposit  of  Consols),  the 
available  portion  of  the  Bank's  Eeserve  would  be  nearly 
equal  to  its  ordinary  amount  under  the  present  regime. 
This  important  change  would  be  effected  simply  by 
withdrawing  seven  millions  of  gold  from  the  Issue 
Department  (where  at  present  they  are  locked  up  pas- 
sively when  the  note -circulation  is  at  its  ordinary 
amount),  depositing  in  their  stead  an  equal  amount  of 
Government  securities,  and  placing  these  7  millions  of 
gold  in  the  general  Eeserve  of  the  establishment. 

It  was  purely  by  a  mistake  on  the  part  of  the 
framers  of  the  Bank  Act  that  this  large  amount  of 
gold  was  thus  locked  up.  In  1844  the  cm-rent  notion 
was  that  our  drains  of  the  precious  metals  were  owing 
to  the  note-issues  being  redundant  and  depreciated,  and 
that  the  drafts  for  gold  upon  the  Bank  were  made  by 
the   note-holders,  who,  finding  the  notes  depreciated. 
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took  them  to  the  Bank  to  be  cashed.  Every  one  now 
knows  that  this  notion  is  utterly  ahsnrd.  It  has  not 
an  atom  of  foundation.  As  we  have  stated,  the  only 
cashing  of  notes  which  takes  place  is  with  a  view  to 
obtain  "  small  change ; "  and  even  this  demand  would 
disappear  if  an  issue  of  £l-notes  were  permitted.  In- 
deed, it  will  surprise  the  public  to  learn  that  £50,000 
in  sovereigns  is  the  fuU  average  amount  required  in 
the  Issue  Office  for  the  cashing  of  notes.  This  is  the 
fact.*  And  a  fact  more  fatal  to  the  principle,  and  more 
condemnatory  of  the  details  of  the  Bank  Act,  it  is 
impossible  to  conceive. 

*  The  number  of  notes  paid  into  the  Bank  during  the  years  1841-59 
(as  given  in  the  Parliamentary  Return  of  27th  February  1861,  p.  14) 
was  as  follows  : — 

Average  Numbbe  per  Day. 


1841,  . 

.  17,124 

1851,  . 

.  24,816 

1842,  . 

.  18,462 

1852,  . 

.  26,340 

1843,  . 

.  19,136 

1853,  . 

.  28,417 

1844,  . 

.  21,466 

1854,  : 

.  28,209 

1845,  . 

.  23,155 

1855,  . 

.  28,698 

1846,  . 

.  23,751 

1856,  . 

.  30,234 

1847,  . 

.  25,035 

1857,  . 

.  31,148 

1848,  . 

.  23,717 

1858,  . 

.  30,666 

1849,  . 

.  23,320 

1859,  . 

.  .  32,098 

1850,  . 

.  23,543 

If  we  take  these  notes  at  the  average  value  of  £20  each,  and  make 
allowance  for  the  steady  increase  in  their  amount  {i.e.,  take  their  daily 
number  at  50,000  at  present),  this  would  show  £1,000,000  in  notes 
daily  paid  into  the  Bank.  So  that,  even  if  every  one  of  those  notes 
were  paid  into  the  Bank  through  the  Issue  Office,  a  million  sterling 
would  suffice  for  all  the  requirements  of  that  department.  But,  in 
point  of  fact,  only  a  very  small  fraction  of  this  amount  of  notes  is 
returned  to  the  Bank  in  this  way  (t.e.,  for  the  purpose  of  being  cashed); 
by  far  the  larger  portion  being  paid  into  the  Banking  Department,  as 
Deposits,  or  in  repayment  of  the  Bank's  loans  and  discounts. 


THE  NEW  SYSTEM.  429 

The  Bank  of  England  needs  about  750,000  sovereigns 
as  small  change  for  its  customers  in  the  Banking  De- 
partment ;  but  it  only  needs  about  a  twentieth  part  of 
that  sum  for  the  cashing  of  notes  in  the  Issue  Depart- 
ment. The  whole  of  the  large  drafts  for  gold  upon  the 
Bank  are  made  through  its  Banking  Department :  they 
are  caused  by  depositors  or  discount-customers  with- 
drawing their  money  in  the  shape  of  coin  or  bullion. 
But  here  we  show  that,  even  as  regards  the  demand 
for  gold  as  small  change,  the  whole  average  amount 
of  such  demands,  in  both  departments,  is  only  three- 
quarters  of  a  million ;  and,  save  a  few  thousands,  the 
whole  of  that  sum  is  needed  in  the  Banking  Depart- 
ment. Thus  the  new  arrangement  which  we  propose, 
by  which  all  the  gold  will  be  taken  from  the  Issue 
Department  and  placed  in  the  general  Eeserve  of  the 
Bank,  is  strictly  in  accordance  with  the  actual  require- 
ments of  the  case.  The  cashing  of  notes  (a  pietty  affair, 
requiring  only  a  few  thousands  in  coin)  may  be  carried 
on  in  the  same  room  of  the  Bank  as  at  present,  but 
simply  as  part  of  the  ordinary  banking  business, — ^just 
as  in  the  Scotch  and  Irish  banks,  and  as  used  to  be  in 
every  English  bank  prior  to  1833,  when  the  notes  of 
the  Bank  were  made  a  legal  tender  throughout  England 
and  Wales. 

These  advantages,  we  repeat,  would  flow  from  the 
New  System  simply  from  the  re-arrangement  which  it 
makes  of  the  Assets  of  the  Bank. 

II.  The  Power  to  issue  Notes  on  Deposit  of  Consols. 
— Such  a  measure  is  necessary  to  impart  to  the  cur- 
rency that  elasticity  which  is  indispensable  to  meet  the 
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varying  monetary  requirements  of  the  country.  "We 
have  fully  discussed  this  part  of  the  subject  in  the  pre- 
vious chapter.  And  in  this  chapter  we  have  amply 
shown  the  efSciency  of  the  New  System  to  meet  this 
requirement,  and  thereby  remedy  the  defects  of  our 
present  monetary  system. 

In  fine,  the  great  feature  of  the  New  System  is  to 
establish  a  re-arrangement  of  the  assets  of  the  Bank  in 
such  a  way  as  immensely  to  add  to  their  efficiency  or 
active  power,  without  altering  the  amount  of  the  secu- 
rities and  assets  with  which  the  Bank  carries  on  its 
business.  And  at  the  same  time  to  render  the  whole 
(instead  of  merely  a  part)  of  the  Government  securities 
available  as  a  basis  of  note-issues ;  so  as  to  enable  the 
Bank  easily  to  meet  an  increase  in  the  monetary  require- 
ments of  the  community, — subject  only,  as  at  present, 
to  the  convertibility  of  the  notes  into  coin  on  demand. 
For  the  sake  of  clearness,  we  shall  finally  place  the  two 
systems  side  by  side :  taking  the  note-circulation  at  22 
millions, — the  specie  at  15  millions  (of  which  £750,000 
are  at  present  kept  in  the  Banking  Department), — and 
the  Government  securities  kept  under  the  present  sys- 
tem in  the  Banking  Department  at  11  millions : — 

Present   System. 


Issue  Department. 
Bullion,  .        .     £14,250,000 

Government  securities,  15,000,000 


Banking  Department. 
Notes,     .         .         .       £7,250,000 
Coin,       .        .        .  750,000 

Government  securities,  11,000,000 


New   System. 


Government  securities,  £22,000,000 
(equal  to  amount  of  note- 
circulation.) 


Bullion  and  Coin,        £15,000,000 
Government  securities,     4,000,000 
convertible  into  Notes. 
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The  Government  Belt  to  the  Bank. 

The  immediate  result,  the  necessary  concomitant,  of 
the  establishment  of  the  New  System,  would  be  the  dis- 
appearance of  the  debt  of  eleven  millions  whicli  the 
State  at  present  owes  to  the  Banl^.  The  Government 
would  take  power  to  convert  the  Debt  into  Consols, 
which  it  would  hand  to  the  Bank  in  payment  of  the 
Debt ;  and  the  Bank  would  simultaneously  deposit  these 
Consols  with  the  Government  as  a  necessary  part  of  the 
security  for  its  note -issues.  The  Bank  would  receive 
from  the  Government  the  same  amount  of  interest  on 
these  Consols  as  it  at  present  receives  for  the  Debt ;  but 
the  nature  of  the  relation  between  the  Bank  and  the 
State  would  be  changed.  "  The  Debt "  would  be  at  an 
end.  Thereafter  the  Bank  would  have  no  more  claim 
upon  the  State  than  any  private  fundholder  has. 

This  result,  as  will  be  observed,  arises  naturally  and 
necessarily  under  the  ISTew  System ;  for  as,  under  the 
proposed  system,  the  note-issues  of  the  Bank  (in  com- 
mon with  those  of  all  the  other  banks)  are  to  be  secured 
by  an  equal  amount  of  Consols,  the  eleven  millions  at 
present  represented  by  the  Debt  will  be  needed,  in  the 
form  of  Consols,  to  maintain  the  present  issuing  power 
of  the  Bank.  The  disappearance  of  the  Debt,  thus  occa- 
sioned— although  financially  the  change  will  produce 
neither  gain  nor  loss  either  to  the  Bank  or  to  the  Gov- 
ernment— is  a  matter  of  much  importance  politically. 
For,  according  to  the  Act  of  1844,  no  alteration  can  be 
made  in  the  privileges  of  the  Bank  except  (upon  twelve 
months'  notice  being  given,  and)  on  repayment  of  all 
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debts  due  from  the  State.  This  unusual  condition — never 
before  inserted  in  any  renewal  of  tlie  Bank's  charter — 
created  a  formidable  difficulty  in  the  way  of  future 
legislation  in  regard  either  to  the  Bank  itself,  or  to  the 
bank -issues  of  the  country  at  large.  It  is  true  that 
Parliament  may  assume  the  power  to  rescind  this  clause 
in  the  Act  of  1844,  and  thereafter  to  reopen  the  whole 
question  unconditionally.  And,  a  few  years  ago,  Parlia- 
ment did  not  hesitate  to  use  its  powers  in  this  fashion 
in  a  case  of  much  greater  importance,  and  of  more  deli- 
cacy, than  that  which  We  are  at  present  considering.* 
ISTevertheless,  such  a  course  of  procedure  is  only  justifi- 
able in  a  case  of  necessity.  And  hence  a  great  practical 
advantage  arises  from  the  New  System  in  this  respect, 
inasmuch  as  it  removes  the  present  obstacle  to  legisla^ 
tion,  and  allows  Parliament  to  act  freely  and  at  once, 
in  the  interests  of  all  parties,  by  reforming  the  banking 
and  monetary  system  of  the  country. 


NOTE. 

I.  Throughout  this  chapter,  for  the  sake  of  simplicity, 
we  have  shown  the  effects  of  the  New  System  upon  the 
Bank  of  England  in  its  present  position, — i.e.,  on  the 
supposition  that  the  amount  and  character  of  its  busi- 
ness will  remain  unchanged.  In  the  next  chapter,  we 
shall  consider  the  changes  likely  to  take  place  in  the 

*  We  allude  to  the  case  of  the  Loan  Act,  passed  during  the  Russian 
■war,  which  contained  a  stipulation  that  the  Loan  should  be  gradually 
extinguished  by  means  of  a  sinking-fund,— a  stipulation  which  Parlia- 
ment subsequently  annulled. 
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amount  of  its  Deposits  and  Note-circulation, — in  order 
to  show  the  probable  effects  of  the  New  System  upon 
the  profits  of  the  Bank. 

II.  Also,  throughout  this  chapter,  we  have  treated 
the  question  on  the  supposition  that  the  Bank  be 
allowed  to  issue  notes  upon  the  basis  of  an  exactly- 
equal  amount  of  Government  securities,  valued  at  the 
current  market-price  (deposited,  as  we  have  said,  in 
a  State  Office,  and  kept  specially  appropriated  for  the 
note-holders  in  the  event  of  the  Bank's  insolvency — i.  e., 
in  the  event  of  the  Bank's  being  at  any  time  unable  to 
pay  either  its  note-holders  or  its  depositors  in  gold  on 
demand).  As  the  British  Funds  are  the  steadiest  in 
value  of  all  existing  securities,  this  condition  of  issue  is 
really  all  that  is  practically  needed. 

If  the  banks  were  compelled  to  deposit  an  amount  of 
Consols  somewhat  greater  in  value  than  the  notes  which 
they  receive  in  exchange  from  the  Government  Office  of 
Issue,  the  object  of  this  stipulation  woiild  be  to  prevent 
those  deposited  securities  from  falling  below  the  fuU 
value  of  the  notes  issued  upon  them,  in  consequence  of 
a  sudden  fall  in  the  value  of  the  Funds.  But,  it  is  to  be 
noted  that  the  banks,  for  their  own  convenience,  would 
always  keep  an  amount  of  Consols  in  the  Govern- 
ment Issue-Office  somewhat  larger  than  the  notes  which 
they  took  from  it.  The  banks  would  do  so  alike  to  save 
themselves  trouble  in  connection  with  the  small  daily 
fluctuations  in  the  price  of  Consols,  and  also  in  order  to 
be  at  all  times  able  to  meet  an  increased  demand  for 
their  notes.  Hence,  as  a  matter  of  fact,  the  deposit  of 
an  equal  amount  of  Consols,  valued  at  the  current  price, 

2  E 
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would  be  a  perfectly  adequate  coudition  of  issue  {jilus 
the  convertibility  of  the  notes)  for  the  banks  of  this 
country. 

Nevertheless,  as  a  theoretic  precaution,  and  in  order 
to  obviate  all  possibility  of  sensitiveness  on  the  part  of 
the  note-holders  {i.  e.,  the  public),  or  any  portion  of  them, 
it  might  be  stipulated  that  the  issue  of  notes  should  be 
safeguarded  by  the  deposit  in  the  Government  OfSce 
of  an  amount  of  Conso]s  slightly  greater  in  current  value 
than  the  notes  issued.  (These  deposited  Consols,  of 
course,  only  to  be  paid  to  the  note-holders  in  the  event 
of  a  bank's  insolvency ;  and  then  only  to  the  exact  value 
of  other  notes  or  gold-coin  as  measured  by  the  current 
price  of  Consols, — any  surplus  of  deposited  Consols 
thereafter  becoming  part  of  the  general  assets  of  the 
insolvent  bank.)  In  ordinary  circumstances,  this  ar- 
rangement would  suffice  to  give  the  banks  3  per  cent 
interest  on  the  Consols  deposited  in  the  Government 
Office  as  a  basis  of  their  note-issues. 


XXII. 

BANKING-PROFITS    UNDER    THE 
NEW    SYSTEM 


In  all  projects  of  reform,  advanced  not  merely  theoreti- 
cally, but  as  a  basis  of  practical  legislation,  it  is  im- 
portant to  consider  the  effects  of  the  New  System  upon 
the  profits  of  the  establishments  which  will  be  aifected 
by  it.  If  the  ISTew  System  be  calculated  greatly  to  lessen 
the  profits  of  those  establishments,  it  will  arouse  an 
amount  of  opposition  which  may  prove  fatal  to  the 
adoption,  or  at  least  to  the  immediate  adoption,  of  the 
proposed  scheme.  The  plan  of  Monetary  Eeform  which 
we  have  described  is  free  from  this  difficulty.  While 
securing  the  rights  and  promoting  the  interests  of  the 
community  at  large,  it  is  at  the  same  time  in  substan- 
tial accordance  with  the  interests  of  the  banks. 

Let  us    examine  this  important  matter  in    detail. 
And,  first,  let  us  take  the  case  of 
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THE  BANK  OF  ENGLAND. 

At  present,  the  charges  upon  the  Bank  of  England 
consist  of  £120,000  for  its  Charter,— £60,000  as  com- 
position to  the  Stamp  Office  upon  its  note-issues, — and 
the  profit  upon  one  million  of  its  note-circulation* 

The  composition  on  the  Bank's  note-issues  is  simply 
a  fiscal  arrangement,  which  the  New  System  would  not 
affect.  It  is  a  tax  which  under  the  New  System  (as 
substantially  at  present)  the  Bank  would  bear  in  com- 
mon with  all  the  other  banks  of  issue  in  the  kingdom.-f- 
There  remains  the  payment  for  its  Charter,  and  also  the 
payment  to  the  State  of  the  profit  upon  one  million  of 
its  note-circulation.  These  are  matters  which  open  up 
a  very  wide  and  important  question. 

The  peculiar  privileges  so  long  enjoyed  by  the  Bank 
of  England  have  enabled  it  to  acquire  a  dominant  posi- 


*  The  portion  of  its  notes  upon  which  the  Bank  has  to  pay 
the  profits  to  the  State  may  be  described  as  the  15th  million  of  its 
circulation.  By  the  Act  of  18i4,  the  Bank  was  allowed  to  issue  14 
millions  of  its  note-circulation  upon  an  equal  amount  of  Government 
securities  :  but  it  was  stipulated  that  if  (under  certain  circumstances 
specified)  the  Bank  should  be  allowed  to  issue  more  than  this  amount 
of  notes  against  Government  securities,  the  profit  on  these  notes 
should  be  paid  to  the  State.  At  present  the  Bank  is  allowed  to  issue 
15  millions  of  its  note-circulation  upon  Government  securities  :  so  that 
the  profit  upon  1  million  of  its  notes  is  now  paid  to  the  State.  The 
profit  on  these  notes  is  calculated  by  the  current  Bank-rate,  minus  the 
cost  of  paper  and  printing  of  the  notes  and  the  management-expenses 
connected  with  this  portion  of  the  Bank's  circulation. 

+  Taking  the  Bank's  note-circulation  at  22  millions,  the  £60,000 
which  it  pays  as  stamp-duty  on  its  notes  is  a  rate  only  very  slightly 
lower  than  that  which  is  paid  by  the  other  banks  of  issue, — namely,  7s. 
per  £100,  or  rather  more  than  J  per  cent. 
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tion  over  all  the  other  banks  of  the  country, — ^thereby 
conferring  upon  it  a  power  over  the  currency,  and  con- 
sequently over  the  rate  of  discount,  which  the  Bank 
would  not  otherwise  have  possessed.  Under  the  New 
System,  those  special  privileges  will  be  abolished. 
Nevertheless,  after  the  present  system  of  monopoly  is 
superseded,  it  is  unquestionable  that  the  Bank  of  Eng- 
land will  still  possess  a  dominating  influence  over  all 
the  other  banks,  and  consequently  over  the  rate  of  dis- 
count. It  wiU  remain  by  far  the  greatest  bank  of 
issue,  the  chief  fountain  of  currency.  And  if  it  chooses 
to  charge  high  rates  for  the  use  of  its  notes,  all  the 
other  banks  will  still  have  a  temptation  to  follow  its 
example.  For  no  bank  willingly  lends  its  money 
cheaply :  every  bank  has  a  direct  motive  to  keep  the 
rate  of  discount  as  high  as  possible. 

Hence  the  question  arises, — Ought  the  State  to  make 
the  Bank  pay  for  the  virtual  monopoly  which  it  has 
acquired,  and  which  under  any  system  it  will  long  main- 
tain ? — and  if  so,  in  what  form  ought  this  State-charge 
upon  the  Bank  to  be  made  ?  What,  in  effect,  should  be 
done  in  regard  to  the  charge  which  the  State  at  present 
exacts  from  the  Bank  as  payment  for  its  Charter ;  and 
also  in  regard  to  the  appropriation  by  the  State  of  the 
entire  profit  upon  a  portion  (1  million)  of  the  Bank's 
note-circulation  ? 

Both  of  those  charges,  we  do  not  hesitate  to  say, 
are  wholly  vicious  in  principle ;  and,  in  practice,  they 
are  eminently  unfavourable  to  the  community.  The 
prevalent  idea  of  making  a  bank-of-issue  pay  for  its 
monopoly,  as  a  corrective  of  the  evil  effects  of  such  a 
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monopoly,  is  most  preposterous  and  illusive.  So  far 
from  counteracting  or  even  palliating  the  evUs  of  the 
monopoly,  this  system  most  disastrously  aggravates 
them.  The  privileged  banks  naturally  make  use  of 
their  monopoly  to  nullify  the  State -charges  imposed 
upon  them,  by  shifting  the  burden  on  to  the  shoulders 
of  the  community ;  and,  as  we  have  shown,  the  burden, 
when  so  shifted,  falls  upon  the  public  with  twentyfold 
severity.*  There  is  but  one  way  in  which  the  State  can 
intervene  to  palliate  the  effects  of  a  monopoly  (whether 
legal  or  de  facto)  of  banking-currency :  and  that  is,  by 
preventing  the  privileged  bank  or  banks  from  raising 
the  rate  of  discount  to  an  exorbitant  point  for  the  sake 
of  adding  to  their  profits, — i.  e.,  by  enacting  that,  when- 
ever the  rate  is  raised  above  a  certain  point,  the  extra 
profits  thus  accruing  to  the  privileged  banks  shall  be 
at  the  disposal  of  the  State.  This  is  the  principle  which 
is  adopted  in  France,  and  which  more  recently  and  more 
stringently  has  been  adopted,  after  ample  discussion, 
in  Belgium.  The  Banks  of  Prance  and  Belgium  are 
allowed  to  raise  the  rate  of  discount  to  any  point  they 
may  find  necessary  to  free  them  from  banking-embar- 
rassments, but  they  are  not  allowed  to  convert  their 
seasons  of  difficulty  into  a  source  of  additional  profits 
to  their  shareholders. -f- 

This  is  the  right  way  to  deal  with  establishments 
which  possess  a  monopoly  of  the  note-currency.  But 
any  State-interference  of  this  kind  will  be  unnecessary 
under  the  new  system  which  we  propose.  In  course  of 
time,  under  a  free  system  of  banking,  it  may  be  expected, 
*  Vide  supra,  pp.  303-5.  f  lb.  pp.  286,  290. 
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as  certainly  it  is  to  be  hoped,  that  some  of  the  other 
banks  will  gradually  develop  themselves  to  such  an 
extent  that,  although  each  of  them  be  still  inferior  in 
power  to  the  Bank  of  England,  yet  their  collective  ac- 
tion will  even  in  exceptional  times  (as  during  a  crisis) 
form  an  effective  check  upon  any  undue  exorbitance  in 
the  Bank's  charges.  Perfect  freedom  is  the  right  course  ; 
and  we  would  rather  temporarily  incur  the  risk  of  oc- 
casional exorbitance  of  charges  on  the  part  of  the  Bank, 
and  trust  to  a  check  growing  up  in  the  futm-e,  than  seek 
in  any  way  to  interfere  by  legislative  enactments  with 
the  Bank's  freedom  of  action.  In  any  case,  the  system 
of  what  is  called  "making  the  Bank  jiay"  for  its 
privileges  —  by  requiring  an  annual  payment  for  its 
Charter,  and  also  by  the  State  appropriating  the  profit 
on  a  portion  of  the  Bank's  note-issues  (except,  of  course, 
in  the  way  of  ordinary  taxation) — ought  certainly  to  be 
aboKshed. 

Preliminary  Changes. 

The  New  System  would  at  once  abolish  all  the 
special  State-charges  upon  the  Bank  of  England, — at 
present  amounting  to  about  £136,000  a-year:  namely, 
£120,000  for  its  Charter,  and  fuUy  £16,000  as  the  profit 
upon  a  mmion  of  its  note-circulation.* 

*  In  tie  year  1S60,  the  share  of  profits  on  its  note-circulation  which 
the  Bank  paid  to  the  State  was  £8078  [vide  Parliamentary  Return, 
dated  7th  February  1861).  At  that  time  the  portion  of  Bank's  note- 
circulation  upon  which  the  profit  was  paid  to  the  State  was  £475,000 ; 
at  present  it  is  £1,000,000.  So  that  the  sum  now  paid  to  the  State 
(although,  of  course,  it  varies  from  year  to  year  with  the  changes  in 
the  Bank-rate)  may  he  taken,  as  ahove  stated,  at  £16,000. 
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In  the  second  place,  the  New  System  would  give  a 
profit  to  the  Bank  upon  the  portion  of  its  note-issues 
for  which  at  present  the  Bank  has  to  keep  on  hand  an 
equal  amount  of  gold,  yielding  no  interest.  Instead  of 
having  to  keep  so  many  millions  of  unprofitable  and  un- 
available gold  in  the  Issue  Department,  the  Bank  would 
keep  an  equal  amount  of  Government  securities,  yield- 
ing interest  at  3  per  cent.  The  amount  of  gain  accru- 
ing to  the  Bank  from  this  change  wiU  of  course  de- 
pend upon  the  amount  of  its  note-circulation,  and  can- 
not be  stated  until  we  see  to  what  extent  the  Bank's 
circulation  will  be  affected  by  the  New  System. 

But,  under  the  New  System,  we  think  it  would  be 
right  that  the  Bank  should  pay  interest  to  the  State 
on  the  Government  moneys  deposited  with  it:  these 
moneys,  in  truth,  being  the  portion  of  its  Deposits  which 
the  Bank  can  use  with  the  greatest  freedom,  seeing  that 
repayment  of  them  is  not  called  for  except  at  well- 
known  periods.  We  would  still  maintain  the  position 
of  this  great  establishment  as  the  Government  Bank, 
but  we  would  make  it  pay  a  moderate  rate  of  interest 
on  the  Government  moneys  of  which  it  has  the  use. 
The  Bank  is  paid  by  the  State  for  its  excellent  manage- 
ment of  the  National  Debt;  and  it  is  only  just  that  it 
should  pay  to  the  State  a  fair  equivalent  for  the  use 
which  it  has  of  the  Government  balances  deposited  with 
it.     These  amount  on  the  average  to  fully  7  millions.* 

*  Wlat  are  called  the  "  Public  Deposits"  in  the  Bank's  accounts 
average  ahout  6  millions  ;  but  in  this  amount  are  not  included 
"several  accounts  of  magnitude,"  consisting  of  moneys  held  in  trust 
by  public  functionaries,  such  as  the  "Chancery  and  Bankruptcy 
Accounts,"  —  which  used  to  he  returned  hy  the   Bank  as  Public 
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The  interest  which  the  Bank  would  have  to  pay  for 
the  use  of  this  Government  money  might  either  vary 
in  accordance  with  the  changes  in  the  rate  allowed  by 
the  London  joint-stock  banks  upon  money  placed  with 
them  "  on  deposit ; "  or  else  it  might  be  a  fixed  rate  of 
low  amount.  Say  that,  on  the  average,  the  Bank  were 
to  pay  interest  on  the  Government  balances  at  the  rate 
of  1 J  per  cent  :*  this,  on  the  7  millions,  would  amount 
to  £105,000  a-year, — a  sum  not  much  less  than  the 
payments  which  the  Bank  has  at  present  to  make  to  the 
State  for  its  Charter  and  as  profit  upon  the  one  million 
of  its  note-circulation. 

Thus,  financially,  the  Government  has  no  motive  of 
any  consequence  for  objecting  to  the  adoption  of  the 
New  System.  Still  less,  as  we  shall  show,  has  the  Bank 
of  England.  But,  first,  let  us  see  the  adverse  side  of 
the  account : — 

Sources  of  Loss. 

The  probable  losses  which  the  Bank  would  incur  under 
the  ISTew  System  would  arise  in  connection  partly  with 
its  ISTote-circulation,  and  partly  with  its  Deposits. 

First,  as  regards  the  Rote-circulation. — At  present. 

Deposits  previous  to  1844,  and  whicli  clearly  ought  to  be  so  treated. — 
See  Parliamentary  Eeturu,  dated  7th  February  1861^ p.  7. 

*  1\  per  cent  maybe  too  high  a  rate  of  interest,  even  under  the  !N"ew 
System,  to  demand  from  the  Bank  for  the  use  of  the  Government  bal 
ances.  But  it  at  least  puts  our  case  in  the  form  least  favourable  for  the 
Bank  ;  so  that  our  statement  of  the  advantages  of  the  New  System  to 
the  Bank  cannot  be  said  to  be  exaggerated.  Another  way  of  settling 
this  matter  would  be  to  fix  a  certain  amount  of  the  Government  bal- 
ances as  only  adequate  to  compensate  the  Bank  for  its  management  of 
the  public  moneys,  and  to  exact  the  full  Bank-rate  as  interest  on  the 
balances  above  this  amount. 
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a  part  of  the  Bank's  note-circulation  is  absorbed  by  the 
other  English  banks,  as  a  reserve  to  meet  their  daily 
requirements.  This  cannot  be  a  large  amoujit,  even  in 
the  case  of  the  London  banks  and  others  which  do 
not  issue  notes  of  their  own  :  for,  as  the  reserve-wealth 
of  the  country  is  steadily  increasing,  in  ordinary  circum- 
stances the  money  paid  into  a  hanh  is  fully  equal  to  the 
amount  of  money  withdrawn  from  it.  And  in  the  case 
of  the  English  provincial  banks  of  issue,  the  amount  of 
Bank  of  England  notes  which  they  keep  in  hand  must 
be  very  much  less.  But  say  that  the  notes  of  the  Bank 
of  England  thus  kept  on  hand  by  all  the  other  English 
banks  amounts,  in  ordinary  times,  to  6  millions, — pro- 
bably a  high  estimate.  Then,  as  under  the  New  Sys- 
tem, any  bank  may  issue  notes  of  its  own,  and  there- 
with replace  this  reserve  of  Bank  of  England  notes, — let 
us  say  that  5  millions  of  the  Bank's  note-circulation  will 
thus  be  dispensed  with.  The  result  (stated  in  its  sim- 
plest form)  would  be  that  this  amount  of  the  Bank's 
notes  would  be  sent-in  to  the  Government  Clearing- 
House ;  whereupon  5  millions  of  the  consols  held  by  the 
Bank  as  security  for  those  notes  would  be  transferred  to 
the  credit  of  the  other  banks, — upon  which  securities 
these  banks  would,  under  the  New  Sj'stem,  issue  notes 
of  their  own. 

Secondly,  as  regards  Deposits.  —  Nearly  10  millions 
(probably)  of  the  deposits  of  the  Bank  of  England 
belong  to  the  other  banks  of  the  kingdom, — constitut- 
ing a  portion  of  the  reserves  of  those  banks.  To  over- 
state the  case  to  the  utmost,  and  thereby  put  the  New 
System  in  the  worst  light  as  regards  the  profits  of  the 
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Bank  of  England,  let  us  suppose  that  the  whole  of  this 
portion  of  the  Bank's  Deposits  is  withdrawn.  As  by- 
far  the  larger  portion  of  these  bank-reserves  in  the  Bank 
of  England  are  kept  purely  in  connection  with  the 
Clearing-House,  and  also  as  a  means  to  enable  the  other 
banks  to  obtain  more  notes  when  required,  we  may 
safely  suppose  that  not  more  than  3  millions  of  these 
deposits  win  be  withdrawn  from  the  Bank  in  the  form 
of  gold.  The  remaining  7  millions  would  be  withdrawn 
thus :  The  other  banks  would  draw  cheques  upon  the 
Bank  for  this  amount,  sending  those  cheques  into  the 
Government  Clearing  -  House,  - — whereupon  an  equal 
amount  of  consols  would  be  transferred  from  the  Bank's 
credit  to  theirs.  The  consols  thus  acquired  by  the  other 
banks  would  thereafter  be  kept  by  them  as  a  portion  of 
their  reserves, — seeing  that,  upon  these  State-securities, 
they  could  issue  notes  to  a  like  amount. 

These  changes — viz.,  the  diminution  of  5  milHons  in 
the  Bank's  note-circulation,  and  of  10  millions  in  its 
deposits — would,  in  the  first  instance  (as  has  been 
shown),  involve  a  reduction  of  the  Bank's  present  stock 
of  Government  securities  to  the  extent  of  12  millions, 
and  of  3  millions  in  its  stock  of  gold. 

But  the  greater  portion  of  those  assets  would  be 
almost  immediately  restored  to  the  Bank.  For,  by  the 
"running  off"  (i.  e.,  repayment)  of  the  discounted  bills 
upon  which  the  Bank  lends  out  the  10  millions  of 
the  reserves  of  other  banks  at  present  deposited  with 
it  (which  reserves,  we  have  supposed,  will  be  with- 
drawn), the  Bank  will  obtain  an  equal  amount  of  money. 
In  what  form  those.  10  millions  of  the  Bank's  loans  are 
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repaid  does  not  matter.  Obviously,  they  must  be  re- 
paid either  in  the  Bank's  own  notes  and  cheques,  or 
in  the  notes  and  cheques  of  other  banks,  or  in  coin. 
Putting  aside  the  amount  paid  in  coin,  as  too  trifling 
to  be  taken  into  account,*  let  us  see  what  would  be  the 
effect  of  this  operation.  Probably  at  least  7  (out  of 
the  10)  millions  of  these  loans  of  the  Bank  would  be 
repaid  in  notes  and  cheques  of  other  banks :  which 
notes  and  cheques  the  Bank  would  send  into  the 
Clearing  -  House,  —  whereupon  7  millions  of  consols 
would  be  transferred  from  the  credit  of  the  other  banks 
to  the  Bank  of  England's.  The  other  3  millions  would 
be  paid  to  the  Bank  in  its  own  notes  (already  covered 
by  its  deposit  of  Government  securities  in  the  Issue 
Office),  which  notes  the  Bank  could  use  as  it  pleased. 
Naturally  it  would  invest  them  in  the  purchase  of  con- 
sols, which  would  yield  interest;  while  at  the  same 
time,  by  depositing  these  consols  in  the  Government 
Issue  Office,  the  Bank  could  at  pleasure  issue  notes  to 
an  equal  amount. 

In  this  way,  of  the  12  millions  of  Government  secu- 
rities withdrawn  from  the  Bank,  as  the  initial  effect  of 
the  above-mentioned  changes,  10  millions  would  be 
promptly  restored  to  it.  So  that  the  diminution  of  its 
present  amount  of  assets  would  be  represented  simply 
by  a  loss  of  2  millions  of  Government  securities,  and  a 
withdrawal  of  3  millions  of  its  gold. 

The  withdrawal  of  3  millions  of  its  gold  would  not 
occasion  any  loss  to  the  Bank, — for  its  stock  of  gold 
yields  no  interest.  ISTor  would  the  Bank  require  to 
*  Vide  supra,  pp.  6,  27. 
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replace  these  3  millions  of  its  gold, — seeing  that  its 
deposits  would  (ex  hypothesi)  be  reduced  to  the  extent 
of  10  millions,  and  that  it  would  no  longer  be  liable  to 
any  demand  for  gold  on  the  part  of  the  other  banks 
(at  present  one  of  its  most  serious  liabilities), — for  these 
banks  would  then  have  taken  all  their  reserves  into 
their  own  keeping.  On  the  other  hand,  the  loss  of  2 
millions  of  its  Government  securities  would  diminish 
the  revenue  of  the  Bank  by  the  amount  of  the  inte- 
rest on  those  assets, — equal  to  about  £65,000. 

Effects  on  the  Bank's  Lending-Poioer. 

Before  proceeding  further,  we  must  consider  an 
important  question  which  naturally  arises  in  connec- 
tion with  the  above-mentioned  changes,  —  namely, 
What  will  be  the  Bank's  power  of  making  loans 
under  the  New  System,  compared  with  its  present 
means  ?  This  is  a  most  important  matter :  for  nearly 
the  whole  profits  of  the  Bank  at  present  are  made 
by  means  of  its  loans  and  discounts.  The  demand  for 
loans  would  remain  the  same  as  now:  it  would  be 
totally  unaffected  by  the  operation  of  the  New  System. 
The  only  question  is.  In  what  way  would  the  Bank's 
power  of  making  loans  be  affected  by  the  above- 
mentioned  changes  which  the  New  System  would  pro- 
bably produce  ? 

(1.)  The  diminution  of  the  Bank's  Note-circulation  to 
the  extent  of  5  millions — in  consequence  of  that  amount 
of  these  notes  being  no  longer  needed  by  the  other 
banks,  which  under  the  New  System  might  issue  notes 
of 'their  own — would  in  no  way  diminish  the  Bank's 
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power  of  making  loans  and  discounts.  This  portion  of 
its  note-circulation  (as  well  as  the  stni  larger  amount 
constantly  in  the  hands  of  the  public)  is  at  present 
quite  beyond  the  Bank's  use  or  control, — ^just  the  same 
as  the  gold-coins  which  pass  through  the  Bank  from 
the  Mint  and  become  absorbed  in  the  circulation  of  the 
country. 

(2.)  The  diminution  of  the  Bank's  Deposits  to  the 
extent  of  10  millions  (on  the  supposition  that  the 
other  banks  would  cease  to  keep  any  portion  of  their 
reserves  in  the  Bank  of  England)  would  have  a  differ- 
ent effect.  The  only  use  of  deposits  to  a  bank  is  as  a 
means  of  increasing  its  loans.  If  less  money  is  de- 
posited with  it,  the  Bank  {ciuoad  hoc)  can  lend  out  less. 
Thus,  at  first  sight,  it  seems  as  if  the  diminution  of  its 
deposits,  which  may  be  expected  under  the  New  Sys- 
tem, would  seriously  impair  the  lending-power  of  the 
Bank,  and  consequently  its  profits.  But,  as  we  shall 
now  show,  the  increased  power  of  the  Bank  under  the 
New  System  to  issue  notes  would  not  merely  compen- 
sate this  diminution  of  its  deposits,  but  would  actually 
increase  the  present  lending-power  of  the  Bank  to  a 
very  great  extent. 

At  present  the  Bank's  Eeserve  (i.e.,  the  surplus  which 
it  keeps  in  its  banking  department)  in  ordinary  times 
consists  of  about  8  millions  of  notes  and  11  millions 
of  Government  securities.  But  as  these  Government 
securities  cannot  be  converted  into  notes  as  a  means  of 
adding  to  the  Bank's  circulation,*  the  available  Eeserve 
— the  Banlt's  means  of  increasing  its  loans,  or  of  meeting 
*  Vide  supra,  pp.  409-10. 
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a  demand  for  more  notes  in  connection  witli  its  deposits 
— is  represented  simply  by  those  8  millions  of  notes. 
On  the  other  hand,  under  the  New  System,  upon  these 
11  millions  of  Government  securities  the  Bank  could 
issue  notes  to  an  equal  amount :  so  that  the  whole  of  its 
Eeserve  or  Surplus  would  then  be  available  in  the  form 
of  Money.  Thus,  in  ordinary  circumstances,  the  Bank 
would  have  19  mUlions  of  money  in  reserve  under  the 
New  System,  as  against  only  8  millions  under  the 
present  system.  It  is  needless  to  comment  upon  the 
immense  advantages  which  would  thiis  accrue  to  the 
Bank. 

In  order  to  show  the  lending-power  of  the  Bank 
under  the  New  System  compared  with  its  present 
power  of  giving  banking-accommodation  to  the  public, 
let  us  give  a  tabular  statement,- — in  which  we  shall 
assume  (as  we  have  done,  in  order  to  put  the  case  in 
the  worst  form  for  the  Bank)  that  under  the  New  Sys- 
tem the  Bank's  note-circulation  wiR  be  diminished  to 
the  extent  of  5  millions,  and  its  deposits  to  the  extent 
of  10  millions :  by  which  changes  its  ordinary  stock  of 
Government  securities  will  be  reduced  from  26  to  24 
millions,  and  its  gold  from  15  millions  to  12. 

Under  Present  System* 


Liabilities. 

Assets. 

SUEPLITS. 

Note- 
circulation. 

22 

Deposits. 
20 

Government 
securities. 

26 

Private 
securities. 

20 

Gold. 
15 

Government 
securities. 

11 

Gold. 
8 

42 

61 

19 

'  As  stated  in  the  previous  chapter,  we  take  tlie  Bank's  note-circii- 


448       BANKING-PBOFITS  UNDER  THE  NEW  SYSTEM. 


Under  New  System, 


Liabilities. 

Assets. 

SUBPLUS. 

Note- 
circulation. 

17 

Deposits. 
10 

Government 
securities. 

24 

Private 
securities. 

10 

Gold. 
12 

Government 
securities. 

7 

Gold. 
12 

27 

46 

19 

The  Bank's  surplus  would  remain  the  same  as  at  pre- 
sent, while  its  uncovered  liabilities — namely,  its  deposits 
— would  be  greatly  reduced.  At  present,  the  surplus 
(19  millions)  is  equal  to  95  per  cent  of  the  Bank's  un- 
covered liabilities  ;*  whereas  under  the  New  System, 
owing  to  the  reduction  of  its  deposits  to  10  millions, 
this  surplus  would  be  equal  to  190  per  cent.  Moreover, 
at  present  only  8  mUHons  of  its  surplus  exist  in  the 
form  of  money, — equal  to  40  per  cent  of  its  uncovered 
liabilities ;  whereas  under  the  New  System  the  whole 
of  the  surplus  (19  millions)  would  be  convertible  into 
notes  at  will, — equal  to  190  per  cent,  or  nearly  double 
the  amount  of  the  Bank's  uncovered  liabilities.  Hence, 
as  one-third  is  found  to  be  an  ample  amount  of  re- 
serve in  connection  with  bank -deposits,  3|  millions 
would  be  a  sufficient  sum  for  the  Bank  to  keep  in  re- 
serve so  long  as  its  deposits  only  amounted  to  10  mil- 
lions,— leaving  a  pure  surplus  of  fully  15  millions  avail- 


lation,  deposits,  and  loans  at  tlieir  ordinary  amount  previous  to  the 
Crisis  of  1866.  Since  then,  both  the  note-circulation  and  the  deposits 
of  the  Bank  have  increased.  But  in  so  far  as  this  increase  affects  the 
question,  the  result  is  to  give  a  somewhat  greater  gain  to  the  Bank 
under  the  New  System  than  that  stated  in  this  chapter. 
*  Vide  supra,  pp.  391,  398. 
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able  wholly  for  the  extension  of  the  Bank's  business  arid 
profits. 

It  is  needless  to  say  that  15  millions  of  purely  sur- 
plus money  would  not  only  compensate  the  Bank  for 
the  withdrawal  of  the  10  millions  of  the  reserves  of 
the  other  banks  at  present  deposited  with  it,  but  would 
extend  the  Bank's  lending-power  far  beyond  its  present 
amount.  The  only  use  of  these  deposits  to  the  Bank, 
we  repeat,  is  as  a  means  of  increasing  its  power  of  mak- 
ing loans  :  and  even  if  a  bank's  deposits  were  all  paid-in 
in  money,  and  if  the  amount  of  its  loans  were  all  paid- 
out  in  money,  these  15  millions  of  purely  surplus  money 
would  far  more  than  compensate  the  Bank  for  the  with- 
drawal of  10  millions  of  its  deposits.  But  the  advan- 
tage to  the  Bank  would  be  immensely  greater  thai;  this : 
for,  as  every  one  conversant  with  such  matters  knows,  it 
is  only  a  mere  fraction  of  a  bank's  deposits  which  are 
paid-in,  or  of  its  loans  which  are  paid-out,  in  the  form 
of  money. 

Consider  the  facts  of  the  case.  As  is  shown  by  sta- 
tistics, only  5  per  cent  of  the  deposits  of  a  bank  are 
paid  into  it  in  the  form  of  Money — notes  or  coin — 
(all  the  rest  being  paid-in  in  cheques  and  bills) ;  and 
the  withdrawals  of  deposits  from  a  bank  are  made 
in  like  fashion.*  The  10  millions  of  its  deposits,  in 
fact,  only  add  about  half-a-million  to  the  Bank's  stock 
of  money — i.  e.,  notes  and  coin ;  and  the  same  sum 
suffices  to  enable  the  Bank  to  lend  out  these  deposits 
in  the  form  of  loans  and  discounts.-f-     Hence  the  issue 

*  See  Sir  John  Lubbock's  banking-statistics,  supra,  pp.  6,  27. 

+  To  sliow  how  small  a  portion  of  money  is  needed  by  the  banks  in 

2  F 
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of  half- a -million  of  additional  notes  -wonld  enable 
the  Bank  to  keep  its  loans  and  discounts  at  their  pre- 
sent amount,  despite  the  withdrawal  of  these  10  millions 
of  its  deposits.  Moreover,  ex  hypothesi  (i.e.,  on  the  sup- 
position that  5  millions  of  the  Bank's  note-circulation 
will  be  replaced  by  notes  of  other  banks),  the  half- 
million  of  notes  issued  in  these  loans,  not  being  needed 
in  active  circulation,  would  be  returned  to  the  Bank 
in  the  shape  of  deposits.  So  that  this  half-million  of 
notes,  after  making  these  loans,  would  become  an 
addition  to  the  Bank's  reserve, — which  would  thus 
again  rise  to  19  millions. 

Sources  of  Gain. 

The  sources  of  gain  to  the  Bank  from  the  New  Sys- 
tem would  arise  partly  in  connection  with  its  Note-cir- 
culation; partly  owing  to  the  increase  of  the  relative 
magnitude  of  the  Bank's  surplus  (*'.  e.,  as  compared  with 
its  liabilities) ;  and  also  owing  to  a  more  profitable  as 
well  as  more  ef&cacious  use  being  made  of  a  portion  of 
that  surplus. 

First,  as  to  the  Bank's  Note-circulation. — Under  the 
New  System,  every  increase  of  the  Bank's  note-circu- 
lation would  yield  3  per  cent  of  profit  to  the  Bank 
(£30,000  a-year  on  every  million),  instead  of  no  profit 
at  all,  as  at  present.  We  have  stated  the  probable  dimi- 
nution of  the  Bank's  note-circulation  under  the  New 

making  their  loans,  we  may  state  that  the  entire  note-circulation  of 
Scotland  (where  no  gold-coin  is  in  use  at  all)  is  barely  5  millions, — a 
large  portion  of  which  notes,  of  course,  are  permanently  in  the  hands 
of  the  public,— and  yet  the  loan  and  discount  business  of  the  Scotch 
banks  amounts  to  about  60  millions. 
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System  at  its  very  highest  amount — namely,  5  millions. 
But  there  remains  to  be  considered  another,  provision 
of  the  New  System  which  would  have  the  opposite 
eflfect, — which  would  tend  to  increase  the  Bank's  note- 
circulation.  If  (as  proposed  under  the  New  System) 
notes  for  £2\  were  issued,  as  a  means  of  stopping  the 
annual  addition  to  the  amount  of  gold-coins  absorbed 
in  the  circulation  of  the  country,  these  issues  of  small 
notes  would  amount  to  5  millions  each  year, — equal 
to  the  annual  addition  to  the  amount  of  coin  in  circu- 
lation. Of  this  amount  at  least  one-fifth  would  cer- 
tainly consist  of  Bank  of  England  notes :  and  this  is  an 
esceedingly  low  estimate.  Accordingly,  the  Bank's 
note-circulation  would  every  year  increase  to  the  extent 
of  one  million, — yielding,  at  3  per  cent,  a  steady  addi- 
tion to  the  Bank's  profits  of  £30,000  for  the  first  year, 
£60,000  for  the  second  year,  £90,000  for  the  third  year, 
and  so  on.  And  if  an  issue  of  £l-notes  were  adopted 
— as  by-and-by  it  wiU, — the  addition  to  the  Bank's 
note-circulation,  and  to  its  profits,  would  be  very  much 
larger.  In  the  one  case  {i.  e.,  if  notes  for  £2|  were 
issued),  the  Bank,  instead  of  simply  issuing  in  the  form 
of  coins  a  portion  of  the  gold  brought  to  it  from  abroad, 
would  invest  that  amount  in  the  purchase  of  consols, 
yielding  3  per  cent,  and  thereupon  would  issue  State- 
secured  notes  of  its  own  to  the  required  amount.  In 
the  other  case  (i.e.,  if  an  issue  of  £1 -notes  were 
adopted),  in  exchange  for  the  gold-coins  paid  into  it 
by  the  public,  the  Bank  would  issue  small  notes  of  its 
own, — investing  the  gold  so  received  in  the  purchase  of 
consols  (to  be  kept  ia  the  Government  Issue  Office  as 
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security  for  those  notes),  yielding  an  annual  revenue  of 
3  per  cent. 

Secondly,  as  to  tlie  Bank's  Surplus. — It  is  needless  to 
repeat  that  19  millions  is  a  uselessly  large  amount  of 
reserve  for  the  Bank  to  keep  in  connection  with  only  10 
millions  of  uncovered  liabilities, — namely,  its  deposits. 
What  use,  then,  is  the  Bank  to  make  of  its  pure  sur- 
plus ?  Say  that  the  Bank  kept  33  per  cent  of  Eeserve 
in  connection  with  its  deposits, — this  would  be  3|  mil- 
lions ;  and  say  also  that  it  kept  6|  millions  as  a  means 
of  extending  its  note-issues,  whether  permanently  or 
temporarily.  This  would  leave  9  millions  of  the  sur- 
plus at  its  free  disposal.  Now,  if  the  Bank's  circulation 
were  to  increase  (for  which  we  have  thus  made  ample 
provision),  the  Bank  would  make  a  profit  of  3  per  cent 
on  every  addition  to  its  note-issues, — instead  of  having, 
as  at  present,  to  lock  up  gold  to  an  equal  amount, 
yielding  no  interest.  But  say  that  the  Bank's  busi- 
ness did  not  increase:  there  would  still  (even  after  mak- 
ing provision  for  this  iucrease)  remain  these  9  millions 
of  pure  surplus  to  be  disposed  of 

Let  us  see  in  what  form  these  9  millions  would 
exist.  Say  that  of  the  10  millions  of  Eeserve  (kept 
partly  in  connection  with  its  10  millions  of  deposits, 
and  partly  as  a  means  of  extending  its  business  when 
the  opportunity  offered),  5  millions  were  kept  in  gold 
and  a  like  amount  in  Government  securities, — all  of 
which,  both  gold  and  consols,  could  be  converted  into 
notes  at  wiU.  Then  the  9  millions  of  the  Surplus 
which  would  remain  (after  thus  providing  an  ample 
reserve  in  connection  with  the  Bank's  deposits,  besides 
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6|  millions  to  meet  any  extension  of  the  Bank's  busi- 
ness) would  consist  of  7  millions  of  gold  and  2  of  con- 
sols. The  whole  of  this  amount  might  be  invested  in 
the  Government  stock  of  foreign  countries, — whereby  it 
could  be  convertible  into  specie  at  will,  while  yielding 
to  the  Bank  a  net  profit  of  about  4^  per  cent.  This 
would  be  an  addition*  of  £405,000  to  the  profits  of  the 
Bank, — minua  £65,000  as  the  interest  which  it  at  pre- 
sent receives  on  the  2  millions  of  its  Government 
securities  :  making  a  net  gain  to  the  Bank  of  £340,000. 
And  if — as  proposed  in  the  following  chapter — an  Inter- 
national Banking-system  were  established  (as  it  soon 
will  be),  this  item  of  the  Bank's  profits  would  swell  to 
a  stUl  larger  amount. 

Thus,  then,  without  reckoning  any  profit  to  the  Bank 
from  the  increase  of  its  note-circulation  (which  increase, 
though  certain  to  take  place,  cannot  be  accurately 
anticipated  as  to  its  amount),  there  would  be  a  gain  to 
the  Bank  to  the  extent  of  £340,000  in  connection 
simply  with  its  present  surplus.  The  revenue  of  the 
Bank  would  then  stand  thus, — on  the  supposition  that 
its  circulation  remains  only  at  17  millions,  while  it 
makes  provision  for  6^  millions  of  additional  note- 
circulation  : — 

Government  securities  kept  in  Issue  Office  as  security  for 
note-circulation — 17  millions — yielding,  at  3  per  cent,  .      £510,000 

Eeserve. 

Government  securities  upon  which  Bank  can  issue  notes 
at  will,  by  depositing  them  in  Issue  Office — 6^  millions 
—at  3  per  cent, 195,000 

Gold — 5  millions — yielding  no  interest 0 


Carryforward,        .        .      £705,000 
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BrougM  forward,    .        .      £705,000 
Foreign  Government   securities,   convertible  into  .specie 
at  will — 9  millions — at  44  per  cent,        ....        405,000 

Profit  on  Loans. 
Loans,  &o.  (as  at  present) — 20  millions — at  4  per  cent,      .        800,000 

£1,910,000 
Deduct  interest  to  be  paid  on  Government  deposits — 

7  millions— at  14  per  cent, 105,000 

Gross  Eevenue  of  Bank  under  the  New  System,      .        .  £1, 805, 000 

From  this  sum  have  to  be  deducted  the  total  costs  of 
the  establishment,  including  rent,  taxes,  salaries,  pen- 
sions, cost  of  printing  and  registering  the  notes,  &c. 
The  cost  of  the  present  Issue  OfBce  (including  the 
composition  paid  to  other  banks  for  issuing  its  notes) 
is  reckoned  by  the  Directors  at  the  large  amount  of 
£160,000, — partly  explainable  by  the  extraordinary 
pains  with  which  the  Bank  keeps  a  history  (as  it  were) 
of  every  note  which  it  issues.  Say,  then,  that  the  total 
expenses  of  the  Bank  amount  to  £300,000  a-year:* 
this  sum,  deducted  from  the  revenue  as  above  stated, 
would  leave  a  net  profit  to  the  Bank  of  £1,500,000 — 
equal  to  a  dividend  on  the  14J  millions  of  the  pro- 
prietors' capital  of  fully  10  J  per  cent — which  is  a  higher 
dividend  than  the  Bank  usually  pays  even  under  the 
present  system  of  monopoly.f 

Moreover,  throughout  this  chapter  we  have  stated 
the  losses  to  the  Bank  from  the  New  System  at  the 
highest  possible  amoimt, — alike  as  regards  the  interest 

*  This  is  a  conjectural  statement.  The  Bank,  unlike  other  com- 
panies, publishes  no  statement  of  its  working-expenses,  or  costs  of 
management, 

t  It  is  an  addition  of  nearly  £200,000  to  the  ordinary  profits  of  the 
Bank.     See  also  supra,  p.  403. 
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whicli  we  propose  tlie  Bank  should  pay  upon  the  Gov- 
ernment deposits,  and  also  as  regards  the  probable  dimi- 
nution of  its  note-circulation  and  of  its  private  deposits. 
In  like  manner  we  have  greatly  understated  the  new 
sources  of  gain  to  the  Bank, — seeing  that  we  have 
put  out  of  account  the  gain  of  £30,000  a-year  (compared 
with  the  present  system)  on  every  million  of  additional 
notes  which  the  Bank  may  issue :  which  issues,  as  we 
have  shown,  would  probably  be  very  large,  owing  to 
the  adoption  of  notes  of  lesser  value  than  £5. 

In' this  way  the  antiquated,  injurious,  and  untenable 
system  of  Monopoly,  so  far  as  regards  the  Bank  of  Eng- 
land, could  be  replaced  by  a  system  of  freedom,  not 
only  without  any  detriment,  but  with  a  great  addition, 
to  the  profits  of  the  Bank- proprietors.  In  truth,  if  an 
issue  of  small  notes  be  adopted,  the  gain  to  the  Bank 
might  be  so  great  as  to  justify  the  State  in  claiming  a 
portion  of  the  profit  derived  from  this  source  :  although 
it  must  always  be  remembered  that,  under  a  free  sys- 
tem of  banking,  every  increase  of  banking-profits  would 
tend  to  lower  the  rate  of  discount,  and  thereby  facili- 
tate production  and  increase  the  employment  of  labour. 


THE  SCOTCH  BANKS. 

The  average  note -circulation  of  the  Scotch  banks 
amounts  at  present  to  nearly  five  millions ;  and  the 
amount  of  specie  which  they  keep  on  hand  is  about  2| 
millions.  Almost  the  whole  of  this  stock  of  specie  lies 
idle  in  their  coffers,  being  held  solely  (under  the  Act  of 
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1845)  in  connection  with  their  note-issues.  Their  "  fixed 
issues" — i.e.,  the  notes  which  they  are  entitled  to  issue 
without  holding  an  equal  amount  of  gold — amount  to 
2f  millions  (£2,749,271) :  so  that,  under  the  present 
system,  with  a  note-circulation  of  five  millions,  they 
have  at  all  times  to  keep  on  hand  2|-  millions  of  gold. 

The  specie  which  the  Scotch  banks  actually  keep 
on  hand  (as  stated  above)  amounts  to  half  a  million 
more  than  this.  But,  speaking  roundly,  the  whole  of 
this  extra  half- million  of  specie  is  likewise  held  by 
them  in  connection  with  their  note-issues :  as  a  reserve, 
upon  which  they  can  issue  more  notes  when  these  are 
required.  They  do  not  require  to  keep  gold-coin  for  the 
"  cashing  of  notes"  {i.e.,  for  the  purpose  of  giving  "  small 
change"  to  their  customers  or  the  public),  such  as  is 
necessary  in  England,  where  there  are  no  notes  of  less 
value  than  £5, — ^the  £l-notes  in  Scotland  serving  the 
same  purpose  that  gold-coin  does  in  England.  Also, 
the  Scotch  banks  are  but  slightly  connected  with  the 
foreign  trade  of  the  country,  so  that  little  demand  is 
made  upon  them  for  gold  for  export.  Moreover,  when 
such  a  demand  arises,  they  usually  give  drafts  upon  their 
agents  in  London  in  lieu  of  specie, — by  which  means  the 
cost  of  transporting  gold  is  lessened  to  their  customers. 
Hence,  we  repeat,  nearly  the  whole  of  the  half-million 
of  gold  held  by  the  Scotch  banks,  in  addition  to  the  2^ 
millions  which  they  are  compelled  (by  the  Act  of  1845) 
to  keep  in  connection  with  their  actual  note-issues,  is 
kept  solely  as  a  means  of  avoiding  an  infringement  of 
the  Act, — as  a  margin,  which  enables  them  to  meet  any 
small  but  sudden  increase  in  the  demand  for  notes. 
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Let  US  see,  then,  how  the  profits  of  the  Scotch  banks 
would  be  affected  by  the  New  System.  Taking  the 
amount  of  specie  which  they  keep  in  connection  with 
their  present  note-circulation  at  2  J  millions,  and  the  rate 
of  discount  at  4  per  cent,  the  expenses  connected  with 
their  note-circulation  (apart  from  the  cost  of  printing, 
&c.,  wMch  would  be  alike  under  both  systems)  stand  as 
follows : — 

At  Present. 

Loss  of  interest  on  2  J  millions  of  gold  (kept  as  security  for 

note-issues) — at  4  per  cent £100,000 

Under  the  New  System. 

Loss  of  1  per  cent  on  54  millions  invested  in  Consols  (kept 

as  security  for  note-issues),  yielding  only  3  per  cent,         52,500 

Thus  the  Scotch  banks  by  the  New  System  would  gain 
nearly  £50,000  a-year  on  their  note-issues, — or  50  per 
cent  compared  with  the  present  burden  on  this  part  of 
their  business.  Moreover,  they  would  also  gain  3  per 
cent  on  any '  future  increase  in  their  note-circulation : 
which  is  an  important  point,  seeing  that  the  note- 
circulation  of  Scotland  is  steadily  increasing. 


THE   IRISH   BANES. 

The  average  note-circulation  of  the  Irish  banks  of 
issue  amounts  to  6  or  6^  millions, — nearly  coinciding 
with  the  amount  of  their  "fixed  issues,"  which  are 
£6,354,494.  Hence  in  ordinary  times  there  is  no  lock- 
up of  gold  in  direct  connection  with  their  note-issues. 
Nevertheless  their  average  stock  of  gold  amounts  to 
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nearly  2J  millions.    A  portion  of  this  stock  of  gold  is 

doubtless  necessary,  in  order  that  the  banks  may  meet 

any  increased  demand  for  their  notes  in  excess  of  the 

amount  of  their  "  fixed  issues."    Possibly  the  whole  of 

their  2^  miUions  of  gold  may  be  needed  in  connection 

with  their  note-issues :  but  if  this  be  the  case,  the  state 

of  matters  in  Ireland  must  be  very  different  from  that 

which  prevails  in  England  and  Scotland ;  and  as  we 

have  no  definite  information  on  this  point,  we  cannot 

fairly  assume  that  more  than  one  million  of  their  gold  is 

actually  needed  by  them  (under  the  Act  of  1844)  in 

connection  with  their  note-circulation. 

On  this  supposition,  the  legislative  burden  or  cost 

imposed  upon  the  note-circulation  of  the  Irish  banks 

may  be  stated  thus — taking  the  rate  of  discount  at  4 

per  cent : — 

At  Present 

Loss  of  interest  on  one  million  of  gold  (kept  as  basis  for 

note-issues) — at  4  per  cent,      .        ...        .        .      £40,000 

Under  the  New  System. 

Loss  of  1  per  cent  on  7  millions  invested  in  Consols  (kept  as 

security  for  note-issues),  yielding  only  3  per  cent,     .        70,000 

The  New  System  would  thus  occasion  a  trifling  dimi- 
nution of  the  profit  of  the  Irish  banks  on  their  present 
note-circulation.  On  the  other  hand,  the  New  System 
would  give  a  clear  gain  of  3  per  cent  upon  any  ex- 
tension of  their  note-circulation.  And  it  may  naturally 
be  expected  that  such  an  increase  will  take  place.  The 
fact  that  the  note-circulation  of  Ireland  fwhere  £l-notes 
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are  allowed  as  in  Scotland)  is  at  present  no  greater  than 
it  was  in  1844,  speaks  volumes  as  to  the  stagnation  of 
that  country  since  the  great  famine  of  1847.  In  Scot- 
land, during  the  same  period,  the  note-circulation  has 
nearly  doubled.  The  difference  in  this  respect  between 
the  two  countries  is  explained  by  the  fact  that,  owing 
to  the  vast  emigration  from  Ireland,  the  population  is 
at  present  far  less  than  it  was  in  1844,  while  the  popu- 
lation of  Scotland,  like  that  of  England,  has  steadily 
increased.  Nevertheless,  despite  the  present  deplorable 
effects  of  Fenianism,  we  cannot  but  think  that  the  long 
night  of  Irish  distress  is  drawing  to  an  end,  and  that 
bright  days  of  prosperity  for  Ireland  are  near  at  hand. 
Then,  the  exodus  will  cease  ;  the  unsettled  state  of  the 
country,  so  inimical  to  industrial  progress  and  so  con- 
ducive to  absenteeism,  will  be  exchanged  for  a  reign 
of  order  and  contentment.  And  then,  but  not  till  then, 
will  Ireland  resume  her  growth  in  population,  in  better 
fashion  than  before :  her  paucity  of  reserve-wealth  will 
be  supplemented  by  the  influx  of  capital  from  Eng- 
land ;  and  the  industry  of  her  people  will  be  developed, 
and  their  material  wellbeing  wiU  be  vastly  increased. 
The  vain  regrets  and  crimiaal  ambition  of  her  agitators 
will  then  disappear  amid  a  sunshine  of  prosperity  which 
wiU  throw  into  the  shade  even  the  legendary  glories  (so 
mythical)  of  the  Past,  and  wiU  evoke  a  spirit  of  con- 
tentment and  loyalty  before  which  all  the  efforts  of 
agitation  will  gradually  die  away. 
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THE  ENGLISH  PROVINCIAL  BANES  OF  ISSUE. 

The  "  fixed  issues ''  of  the  English  provincial  banks 
of  issue  amount  to  about  6|  millions.  Beyond  this 
amount  these  banks  are  not  allowed  to  issue  notes  upon 
any  terms, — not  even  upon  the  condition  (allowed  to 
the  Scotch  and  Irish  banks)  of  keeping  on  hand  gold  for 
each  note  issued  beyond  their  average  circulation  in  1844. 
There  are  190  of  those  English  provincial  banks  of  issue : 
and  as  each  of  them  has  carefully  to  keep  within  its 
fixed  amount  of  issue,  the  necessary  result  is  that  their 
highest  note-circulation  falls  considerably  below  the 
amount  of  their  "fixed  issues."  Their  actual  note- 
circulation,  in  fact,  is  about  5-1  millions.  As  they  are 
not  allowed  to  issue  more  notes  of  their  own,  they  have 
usually  to  keep  on  hand,  in  order  to  meet  the  req^uire- 
ments  of  the  customers,  a  considerable  amount  of  Bank 
of  England  notes.  This  amount  of  Bank  of  England 
notes  is  as  unprofitable  to  them  as  if  (like  the  Scotch 
and  Irish  banks)  they  had  to  keep  an  equal  amount  of 
gold  as  a  basis  for  an  increased  issue  of  their  own  notes. 
But  as,  in  the  absence  of  official  returns,  it  is  impos- 
sible to  state  the  amount  of  Bank  of  England  notes 
which  they  have  thus  to  keep  on  hand,  we  must  exclude 
this  element  of  cost  from  our  formal  exposition  of  the 
manner  in  which  their  profits  would  be  affected  by  the 
New  System. 

So  far  as  a  definite  statement  can  be  made,  the 
case  of  the  English  provincial  banks  of  issue  stands 
thus : — 
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At  Present. 

Legislative  burden  or  cost  in  connection  witli  their  note- 
circulation  of  5\  millions, 0 


Under  the  New  System. 

Loss  of  1  per  cent  on  5i  millions  invested  in  Consols  (kept 

as  security  for  note-issues),  yielding  only  3  per  cent,       £52,500 

The  loss  of  £52,500,  spread  over  nearly  190  banks,  is 
a  bagatelle :  on  the  average  it  is  barely  £290  apiece. 
Moreover,  we  believe  it  would  be  much  more  than  com- 
pensated by  the  fact  that,  under  the  New  System, 
these  banks  would  not  require  to  keep  their  present 
reserve  of  Bank  of  England  notes,  which  yield  no 
interest ;  but,  instead,  would  hold  an  equal  amount 
of  consols  (upon  which  they  would  be  entitled  to  issue 
notes  of  their  own)  yielding  3  per  cent.  Also,  in  their 
case,  as  in  that  of  all  the  other  banks,  there  would  be  a 
gain  of  3  per  cent,  under  the  New  System,  upon  any 
increase  of  their  note- circulation;  and  a  very  consider- 
able increase  would  certainly  take  place  if  smaller 
notes  than  those  at  present  in  use  were  permitted. 


THE  PRESENT  NON-ISSUING  BANKS. 

Finally,  we  have  to  consider  the  case  of  the  banks 
which  at  present  are  not  permitted  to  issue  notes  upon 
any  terms.  In  this  category  are  comprised  all  the  banks 
throughout  the  kingdom  which  have  been  established 
since  1844,  and  also  all  the  London  banks,  whether 
established  previous  to  that  date  or  not.     The  banks 
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tlius  proMbited  from  issuing  notes  include  some  of  the 
largest  banking-estabHshments  in  the  kingdom, — not- 
ably, the  London  joint-stock  banks,  some  of  which,  like 
the  Union  Bank  and  the  London  and  Westminster,  hold 
deposits  almost  equal  in  amount  to  those  of  the  Bank  of 
England,  and  which  likewise  make  loans  and  discounts 
to  an  extent  little  inferior  to  it. 

At  first  sight,  the  New  System  would  seem  to  confer 
a  great  gain  upon  those  banks,  yet  in  reality  the  gain 
would  probably  make  but  a  trifling  addition  to  their 
profits.  Indeed  it  is  doubtful — at  least  so  long  as  no 
notes  are  permitted  in  England  of  less  value  than  £5 — 
whether  the  great  London  banks  would  avail  themselves 
of  the  new  power  conferred  upon  them,  seeing  that 
cheques  serve  their  purpose  almost  equally  well.  In  so 
far  as  any  of  them  did  make  use  of  the  right  of  issue, 
it  would  probably  be  limited  to  the  amount  which  they 
at  present  keep  in  reserve  in  the  Bank  of  England  as  a 
means  of  supplying  themselves  with  more  notes  when 
required.  Upon  that  reserve  at  present,  they  get  no 
interest ;  whereas  under  the  New  System,  they  would 
deposit  Government  securities  to  this  amount  in  the 
Government  Issue  Office,  and  thereafter  would  be  able 
to  issue  notes  of  their  own  to  that  amount,  while  at  all 
times  receiving  3  per  cent  of  interest  on  this  portion  of 
their  assets.  Moreover,  in  addition  to  the  ordinary 
reserves  which  they  have  to  keep  in  the  Bank  of  Eng- 
land under  the  present  system,  in  exceptional  times 
these  non-issuing  banks  have  to  sell  a  portion  of  their 
reserve  of  Government  securities,  in  order  to  provide 
themselves  with  more  notes  of  the  privileged  Bank; 
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whereas,  under  the  Xew  System,  they  would  simply  re- 
quire to  deposit  more  consols  in  the  Government  Issue 
Office,  whereupon  they  would  be  able  to  issue  State- 
secured  notes  of  their  own,  whUe  still  obtaining  interest 
on  those  Government  securities. 

Such,  then,  would  be  the  effect  of  the  New  System 
upon  the  profits  of  the  five  different  classes  of  banks  at 
present  existing.  On  the  whole,  the  New  System  would 
be  highly  favourable  to  the  banks.  Moreover,  the 
System  is  so  plainly  reasonable,  and  called  for  by  the 
interests  of  the  community — as  well  as  by  the  interests 
of  the  banks  themselves,  taken  as  a  whole — that  even 
though  it  were  to  occasion  a  trifling  loss  to  some  banks, 
that  loss  must  be  submitted  to,  in  order  that  the  cur- 
rency be  placed  on  a  sound,  and  also  on  an  elastic, 
basis. 


XXIII. 
AN  INTEENATIOML  MONETAE!  SYSTEM 


The  epocli  of  wars  in  Europe — that  long  era  of  strife 
which  has  lasted  for  more  than  two  thousand  years — is 
gradually  coming  to  an  end.  There  will  be  wars  yet, — 
and  possibly  great  wars :  nevertheless  the  end  of  inter- 
national strife  is  approaching,  and  Europe  will  ere  long 
settle  down  into  a  peaceful  community  of  nations, — 
into  a  commonwealth  in  which  each  State  wiU.  respect 
the  rights  of  its  neighbours,  and  act  harmoniously  with 
them.  The  power  of  kings,  the  ambition  of  growing 
States,  will  ere  long  cease  to  plunge  our  Continent  into 
the  turmoil  and  dread  evils  of  military  conflicts.  Each 
people  begins  to  appreciate  and  respect  the  rights  of 
its  neighbours ;  and  as  the  great  work  of  national  de- 
velopment and  of  self-government  goes  on,  expediency, 
self-interest,  will  come  more  and  more  to  the  help  of 
international  morality.  Let  each  people  have  its 
natural  rights,  and  the  cause  of  wars  will  be  wellnigh 
at   an  end.      In  proportion   as  each  nation  becomes 


THE  WAK  OF  THE  BAIs^KS.  465 

developed  and  matured,  as  each  resolves  to  be  itself,  and 
can  manage  its  own  affairs,  this  growth  of  the  Peoples, 
this  principle  of  Nationality,  will  raise  a  harrier  against 
the  efforts  of  selfish  ambition,  whether  on  the  part  of 
peoples  or  of  kings.  "We  see  the  beginning  of  this 
process ;  and  though  the  happy  end  is  not  yet,  still  it  is 
visible  in  the  future, — it  is  approaching. 

But  there  are  other  conflicts  than  those  waged  by 
armies.     Industry  also  has  its  wars.     The  plough  and 
the  loom  and  the  forge   can   engage  in  international 
conflicts  of  their  own,  without  the  aid  of  either  sword 
or  spear ;  and  the  navies  of  commerce  can  struggle  in 
hostile  rivalry,  although  not  a  cannon  is  fired  from  their 
decks.     A  war  of  tariffs,  commercial  and  industrial, 
has  long  prevailed  over  Europe.      Each   country  has 
sought  to   restrict   or  to   nullify  the  industry  of  its 
neighbours.     For  the  sake  of  its  own  people,  it  has 
sought  to  exclude  the  products  and  restrain  the  indus- 
trial enterprise  of  other  countries.    This  warfare  likewise 
is  coming  to  an  end.     Gradually  and  slowly,  it  is  true : 
but  still  the  end  is  coming.     International  treaties  of 
commerce  are  now  the  order  of  the  day, — each  country 
granting  to  the  others  mutual  privileges,  equal  rights. 
And  the  natural  end  of  this  process  is  Free  Trade  in 
Europe :  where  all   customs'  barriers  wiH  be  thrown 
down,  and  Europe  will  become  a  commercial  common- 
wealth,— where  goods  of  all  kinds  will  circulate  freely 
between  country  and  country,  and  when  the  best  goods 
(wherever  produced)  wUl  win  the  day  as  surely  as  they 
already  do  in  our  great  International  Exhibitions. 
But  while  these  triumphs  of   peace   and  goodwill 
2  G 
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among  the  nations  are  steadily  going  on,  there  is  one 
great  anachronism, — one  element  of  our  civilisation 
■which  runs  counter  to  this  happy  tendency  of  the  age. 
At  the  very  time  when  Trade  is  hecoming  freer  in 
communities  and  hetween  nations,  a  form  of  warfare 
has  been  devised,  or  at  least  has  been  resuscitated  in 
a  new  and  more  disastrous  shape,  which  goes  far  to 
neutralise  this  good.  "While  the  war  of  tariffs  is  sub- 
siding, and  the  conflict  of  States  is  perceptibly  ap- 
proaching an  end,  a  new  kind  of  war,  alike  domestic 
and  international,  has  arisen  within  the  bosom  of 
peaceful  industry, — a  war  which  is  as  hostile  to  in- 
dustry as  the  war  of  Governments  is  to  the  material 
weUbeing  of  nations.  It  does  not  affect  territorial 
boundaries ;  it  does  not  blazon  its  achievements  in 
triumphal  arches  or  imperial  edicts ;  but  it  writes  its 
dire  effects  in  the  commercial  annals  of  every  country 
which  engages  in  the  miserable  strife.  This  warfare 
has  a  Gazette  of  its  own.  "We  see  the  record  of  its 
calamitous  battles  in  the  Board  of  Trade  returns  and 
in  the  statistics  of  the  Court  of  Bankruptcy.  It  is  a 
war  in  which  no  State,  as  a  military  or  political  power, 
takes  part,  yet  in  which  tens  of  thousands  of  the  people 
are  forced  to  engage,  and  to  suffer  the  hardships  and 
losses  of  the  conflict.  There  is  no  escape  from  service 
in  that  war.  The  most  peaceful  merchant  at  his  desk, 
the  most  plodding  manufacturer  in  his  mill,  is  forced 
into  the  turmoil  and  losses  of  the  fight  whether  he  will 
or  not.  And  for  him — for  aU  those  reluctant  and  im- 
pressed recruits— there  are  no  laurels.  He  has  to  fight, 
and  comes  out  of  the  fight  with  his  scars  only:    no 
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medals,  or  ribboiis,  or  promotion.  And  if  maimed  for 
life,  as  many  are,  there  are  no  pensions  for  him — no 
Greenwich  or  Chelsea  Hospital.  The  power  which  forces 
him  into  the  fray  cares  nothing  for  his  losses,  does  not 
even  acknowledge  him  in  its  service.  He  is  but  "  food 
for  powder "  in  a  contest  waged  against  his  will,  yet  in 
which  he  is  forced  to  take  part.  What  is  more,  the 
myriads  of  our  working-classes,  also,  are  compelled  to 
stand  the  brunt  of  this  strange  war.  No  triumphs  for 
them :  the  issue  is  only  loss, — and  loss  without  a  shadow 
of  compensation  either  moral  or  material.  They  lose 
their  wages,  in  whole  or  in  part ;  they  lose  the  employ- 
ment which  yields  the  daily  bread  to  themselves  and 
their  families.  It  is  a  war,  in  fact,  which  comes  home 
to  every  counting-house  and  almost  every  fireside — 
wlrich  affects  more  or  less  the  whole  industrial  classes 
of  the  community :  and  the  only  results  of  it  are  losses 
and  misery  and  want. 

This  strange  new  warfare — for  it  is  a  new  warfare — is 
the  War  of  the  Banks.  Ever  and  anon  the  banks  of 
Europe  engage  in  a  disastrous  international  struggle. 
Disastrous,  but  not  to  them.  They  need  no  declaration 
of  war  by  the  Crown, — neither  do  they  wait  for  the 
sanction  of  Parliament.  They  declare  war  for  them- 
selves, and  they  raise  "  the  supplies  "  out  of  the  pockets 
of  the  community.  The  community  at  large,  and  espe- 
cially the  commercial  and  industrial  classes,  are  but  the 
pawns,  common  soldiers  unpaid  for  their  service,  with 
which — i.  e.,  at  whose  expense — the  banks  carry  on  the 
contest.  Governments  have  an  interest  in  avoiding  war, 
because  it  impairs  their  resources ;  but  the  promoters 
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of  tMs  new  kind  of  international  conflict  have  no  such 
motive  for  keeping  the  peace.  The  Banks  pay 
themselves  for  making  others  fight ;  and  their  gains 
augment  in  proportion  to  the  severity  and  duration  of 
the  conflict. 

WeU,  then,  what  is  this  war  ?  What  is  this  form  of 
international  conflict  into  which  we  have  of  late  years 
been  so  frequently  plunged  ?  Banks  are,  of  all  institu- 
tions, those  which  one  would  naturally  regard  as  the 
most  peaceable.  How  comes  it  that  they  are  now  so 
belligerent?  What  is  the  nature  of  the  conflict  into 
which  they  plunge  us  ? — and  what  is  its  object  ? 

Need  we  ask  such  a  question?  How  often  during 
the  last  few  years  have  we  seen  this  international  war- 
fare declared,  this  conflict  waged,  and  the  losses  expe- 
rienced ?  In  1857,  as  in  subsequent  years,  in  greater 
or  lesser  force,  we  have  seen  this  strife  carried  on. 
In  almost  all  cases,  the  Bank  of  England  assumes  the 
initiative  in  the  contest :  the  proclamation  of  war  has 
proceeded  from  the  Bank-parlour  in  Threadneedle  Street. 
The  simple  announcement  that  the  Bank  of  England 
has  raised  its  rate  of  discount,  spread  like  wildfire  over 
Europe  by  the  wires  of  the  telegraph,  makes  every 
bank  at  once  stand  to  its  arms  and  engage  in  the  con- 
flict. A  weak  State,  when  menaced  by  its  neighbours, 
may  yield ;  but  the  Banks  do  not  yield.  They  unfail- 
ingly accept  the  challenge, — they  at  once  engage  in 
the  war.  Why  should  they  not,  when,  whatever  be 
the  issue,  the  loss  does  not  fall  upon  them  ? — and  when 
the  only  certain  result  of  the  war  is  to  augment  their 
I? 
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"WTiat  is  the  mode  of  procedure  ? — what  is  the  form  of 
the  war  ?  The  Bank  of  England  raises  the  rate  of  dis- 
count :  that  is  the  first  step,  the  declaration  of  war. 
Why  does  the  Bank  take  this  course  ?  It  does  so,  we 
are  told,  partly  to  prevent  the  export  of  gold,  partly  to 
bring  more  gold  into  the  country.  To  retain  or  acquire 
a  certain  amount  of  gold — that  is  the  motive  for  this 
international  war  of  the  banks.  This  European  war  is 
waged  as  keenly  for  the  possession  of  a  hundredweight 
or  two  of  the  yellow  metal  as  the  Greeks  and  Trojans 
closed  in  mortal  strife  over  the  dead  body  of  Patroclus. 
"  Curst  be  the  man  who  first  loved  gold ! "  sang  old 
Anacreon ;  and  the  auri  sacra  fames  was  deemed  a  bad 
sign  of  the  times,  a  sad  declension  on  the  part  of  man- 
kind, by  the  poet  of  the  Metamorphoses  in  the  Augustan 
era  of  Rome.  Yet  the  worship  of  that  canonised  metal, 
discarded  as  an  antiquated  heresy  in  this  country  for  a 
century  and  a  half,  has  of  late  been  revived  in  a  more 
slavish  form.  And  ever  and  anon  the  Bank  of  England 
adopts  the  most  extreme  measures  towards  the  commu- 
nity for  the  sake  of  wringing  from  other  countries,  or  of 
preventing  their  getting  from  us,  a  portion  of  the  yeUow 
metal  so  insignificant  in  amount  as  hardly  to  equal  in 
value  the  property  of  not  a  few  private  individuals 
amongst  us. 

Such  is  the  casus  belli.  Let  us  next  see  how  the  war, 
thus  declared,  is  carried  on.  The  Bank  of  England,  for 
the  sake  of  keeping  or  acquiring  a  certain  quantity  of 
gold,  raises  the  rate  of  discount:  what  ensues?  The 
banks  of  all  other  countries  immediately  follow  suit. 
They  also  raise  the  rate  of  discount.     They  may  have 
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had  no  pressure  upon  them, — and  this  is  usually  the 
case ;  there  has  been  no  special  demand  upon  them  foi' 
money,  either  in  notes  or  specie ;  but  the  moment  the 
Bank  of  England  raises  its  rate  of  discount,  they  also 
raise  theirs.  In  some  countries  the  bank-rate  is  usually 
lower  than  it  is  here, — in  other  countries  it  is  usually 
higher.  But  whenever  the  Bank  of  England  raises  its 
rate,  the  rate  is  raised  in  all  other  countries  likewise, 
— (France,  of  late,  furnishing  a  notable  exception.) 

"What  is  the  consequence?  Simply  this,  that  the 
position  of  the  various  banks  of  Europe  remains  un- 
altered. The  inducement  to  export  or  import  gold, 
between  country  and  country,  remains  exactly  the  same 
as  before.  The  result  of  this  international  war  of  the 
banks  is  simply  nil.  It  is  a  game  of  perpetual  check. 
A  game  in  which  every  move  made  by  one  player  is 
given  "  check  "  to  by  the  others.  And  the  game  goes 
on — the  Bank  of  England  taking  the  initiative,  and 
being  always  met  by  "  check  " — until  matters  come  to  a 
dead-lock ;  and  the  game  ends  by  leaving  the  belli- 
gerents, as  regards  one  another,  exactly  in  statu  quo 
ante  helium.  They  gain  nothing  from  one  another  :  the 
banks  of  one  country  do  not  attract  a  single  ounce  of 
gold  from  the  other  banks  of  Europe.  The  result  of  this 
belligerent  policy  on  the  part  of  the  banks  of  Europe  is, 
as  we  have  said,  as  regards  one  another,  simply  nil. 
The  process,  so  far  as  the  international  strife  for  gold  is 
concerned,  is  absolutely  useless. 

This  fact  of  itself  suffices  to  condemn  the  policy 
nowadays  pursued  by  the  banks,  and  especially  by  the 
Bank  of  England.    The  policy  is  useless  to  attain  the 
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object  for  the  sake  of  wliicli  it  is  put  in  force.  Instead 
of  drawing  gold  from  other  countries,  the  inducement 
to  export  or  import  gold,  as  a  question  between  country 
and  country,  remains  the  same  as  before.  Surely,  then, 
it  must  strike  every  intelligent  observer  that  this  inter- 
national war  of  the  banks  is  a  most  preposterous  thing. 
It  is  commenced  by  the  banks  of  some  country  (usually 
England)  which  experiences  a  casual  and  transient  drain 
of  specie,  but  as  the  banks  of  other  countries  instan- 
taneously raise  their  rate  in  proportion,  nothing  comes 
of  it.  Even  in  1864,  when  our  minimum  bank-rate  was 
raised  to  9  per  cent,  no  gold  was  attracted  either  from 
the  Continent  or  from  America ;  and  in  1866,  when  it 
was  raised  to  10  and  12  per  cent,  specie  actually 
accumulated  faster  in  the  Bank  of  France  than  in  the 
Bank  of  England. 

Why,  then,  is  this  war  of  the  banks  carried  on  ?  There 
is  no  doubt  there  must  be  some  motive  for  it,  and  a 
motive-  which  the  banks,  at  least,  think  adequate.  Let 
us  explain  this  motive. 

The  banks  do  attain  a  great  end  and  gain  for  them- 
selves by  pursuing  this  policy.  Their  policy,  as  we 
have  seen,  is  of  no  effect  in  drawing  gold  from  one 
country  to  another.  Nevertheless,  there  is  another  fact 
equally  true :  namely,  that  in  consequence  of  this  policy 
specie  does  ultimately  accumulate  in  the  banks — in  all 
the  banks  of  Europe.  Although  the  raising  of  the  bank- 
rate  does  not  draw  gold  from  the  banks  of  other  coun- 
tries, its  result  is  to  make  specie  plentiful  by  repressing 
the  ordinary  demand  for  it.  The  war  of  the  banks 
depresses  Trade,  and  thereby  lessens  the  demand  for 
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Money.  Cceteris  paribus,  tlie  more  trade,  the  more 
money  is  needed  to  carry  it  on.  Check  Trade,  and 
Money  at  once  becomes  plentiful.  This  is  precisely  the 
principle  upon  which  the  banks  nowadays  act.  The 
raising  of  the  rate  of  discount  by  the  Bank  of  England, 
being  met  by  a  similar  move  on  the  part  of  foreign 
banks,  is  of  no  effect  whatever  in  replenishing  the 
Bank's  vaults  at  the  expense  of  its  foreign  neighbours ; 
but  it  has  a  most  potent  influence  in  reducing  the 
demand  for  money  on  the  part  of  our  own  community. 
Gold  accumulates  in  the  banks  because  our  merchants 
and  industrial  classes  can  no  longer  employ  it  profitably. 
The  only — or  at  least  the  chief,  the  most  important,  the 
grand — ^use  of  gold  is,  as  international  currency,  to  settle 
the  trade-payments  which  have  to  be  made  between 
one  country  and  another.  Kill  Trade  and  other  forms 
of  industrial  enterprise,  and  the  amount  of  those  inter- 
national payments  is  at  once  diminished.  The  war  of 
the  banks  does  kill  Trade  ;  this  is  its  only  effect.  And 
not  in  our  own  country  merely,  but  in  every  country 
where  a  like  policy  is  in  vogue.  Hence,  every  season 
of  an  exorbitant  bank-rate  is  followed  by  a  collapse  of 
Trade  and  of  industrial  enterprise;  and  specie  there- 
upon accumulates  in  the  banks  simply  because  the  ordi- 
nary demand  for  it  has  been  checked.  "When  the  bank- 
rate  is  raised  to  10  per  cent,  the  industrial  classes — 
whether  merchants  or  shopkeepers  or  manufacturers 
or  industrial  companies — are  ruined  by  scores.  They 
have  not  only  to  pay  an  exorbitant  rate  for  the  loans 
and  discount  of  bills,  by  which  so  much  of  our  trade 
and  industrial  enterprise  is  carried  on,  but  at  the  same 
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time  the  markets  are  so  depressed  that  merchants  can- 
not make  their  usual  sales  unless  by  submitting  to  a 
depreciation  of  their  goods  to  the  extent  of  20  or  30  per 
cent.  Hence  hundreds  of  individuals  are  ruined ;  and 
the  rest  contract  their  operations  to  a  minimum.  Trade 
is  paralysed ;  and  money  accumulates  in  the  banks 
simply  because  it  can  no  longer  be  employed.  The 
only  use  of  Money  is  to  carry  on  Trade :  and  by  killing 
trade  the  Banks  destroy  the  sole  object  for  which  money 
exists.  They  make  money  plentiful  at  such  times  in 
exact  proportion  as  they  have  rendered  it  useless.  In- 
stead of  facilitating  the  expansion  of  industrial  enter- 
prise, their  great  principle  of  action  nowadays  is  to 
keep  it  in  check  by  repeated  stranglings. 

If  the  effect  of  this  system  pursued  by  the  banks 
were  to  reduce  the  imports  into  any  country  while  in- 
creasing the  exports,  it  would  at  least  be  an  intelligible 
policy.  It  would  be  a  revival  of  the  old  "  Mercantile 
System,''  which  found  favour  in  all  countries  in  me- 
dieval times.  The  avowed  object  of  that  system  was 
to  promote  importations  of  the  precious  metals.  That 
was  the  grand  object  of  our  legislators  in  olden  times. 
The  wealth  of  a  country,  in  their  estimation,  could  only 
be  increased  by  an  increased  importation  and  accumu- 
lation of  the  precious  metals.  The  amount  of  specie 
held  by  a  country  was  regarded  by  them  as  the  measure 
of  its  wealth.  The  larger  the  stock  of  gold  and  silver 
in  a  country,  the  greater  the  amount  of  its  wealth  and 
prosperity.  That  was  the  old  doctrine — the  priaciple 
of  the  "Mercantile  System;"  and  in  order  to  attain 
this  end,  imports  were  repressed  and  exports  were  en- 
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couraged.  Our  whole  commercial  legislation  was  directed 
to  this  end.  Heavy  duties  were  imposed  upon  our  im- 
ports, upon  all  foreign  goods  brought  to  this  country ; 
while  our  exports  were  promoted  by  means  of  compul- 
sory enactments  upon  our  colonies,  and  in  some  cases, 
also,  by  an  actual  bonus  paid  by  the  State  upon  articles 
exported  from  this  country.  The  Mercantile  System  has 
been  exploded  in  principle  for  a  century ;  and  in  recent 
times  it  has  been  repudiated  and  reversed  in  practice 
by  the  adoption  of  the  entirely  opposite  system  of  Free 
Trade.  But,  strange  to  say,  while  this  antiquated  system 
has  been  not  only  repudiated  but  reversed  in  our  com- 
mercial legislation,  it  has  of  late  been  practically  revived 
in  our  monetary  legislation,  and  still  more  by  the  system 
pursued  by  the  Bank  of  England.  The  repeated  raising 
of  the  bank-rate  to  double  its  ordinary  amount  is  not 
only  justified  but  applauded  on  the  very  principle  of 
the  old  Mercantile  System, — namely,  because  it  tends 
to  increase  the  import  and  repress  the  export  of  the 
precious  metals.  This,  truly,  is  a  strange  anomaly. 
"While  wholly  banishing  the  principle  of  the  Mercan- 
tile System  from  our  commercial  legislation,  we  have 
revived  it,  to  a  greater  extent  than  ever,  in  our 
Monetary  System ! 

But  does  the  policy  now  pursued  by  the  Banks  attain 
the  object  of  the  Mercantile  System,  antiquated  and 
condemned  as  that  system  is?  It  does  not.  It  has 
revived  the  defects  of  the  old  system  without  attaining 
its  object,  and  at  the  same  time  it  inflicts  upon  the 
community  injuries  from  which  the  old  system  was 
free.    We  repeat,— if  the  effect  of  this  international  war 
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of  the  banks,  of  the  raising  of  the  bank-rate,  were  to  in- 
crease the  exports  of  the  country  while  reducing  its  im-- 
ports,  the  policy  would  at  least  be  intelligible.  But  it 
does  nothing  of  the  kind.  It  reduces  exports  as  well  as 
imports :  it  kiUs  trade  all  around.  As  a  matter  of  fact, 
it  kills  the  export-trade  first.  "When  the  bank-rate  is 
raised  suddenly  (such  as  usually,  we  may  say  always, 
occurs),  it  has  no  effect  in  immediately  checking  our 
import-trade.  But  it  tells  immediately  upon  our  export- 
trade.  Merchants  and  manufacturers  engaged  in  the 
export-trade  of  the  country  at  once  contract  their  opera- 
tions. The  commission-merchant  (or  broker)  at  once 
lessens  his  orders, — the  manufacturer  puts  his  men 
upon  half-time ;  and  the  consequence  is,  that  the 
amount  of  our  exports  is  instantaneously  diminished : 
and  this  at  the  very  time  when  an  increase  of  our  ex- 
ports, as  a  means  of  bringing  in  specie,  is  the  very 
thing  wanted.  What  more  need  be  said  ?  The  only 
practical  effect  of  the  present  policy  of  the  banks  is 
to  kiH  trade  —  and  to  kill  the  export-trade  first,  an 
expansion  of  which  would  be  the  best  and  most  natu- 
ral means  of  bringing  in  the  extra  amount  of  specie 
which  at  such  times  we  need,  or  at  least  are  supposed 
to  need. 

Such,  in  its  international  aspect,  is  this  War  of  the 
Banks.  It  is  a  war  most  profitable  to  those  who  de- 
clare it ;  it  is  a  game  most  profitable  to  the  banks.  In 
proportion  as  they  raise  the  rate  of  discount,  their  divi- 
dends increase.  Why,  then,  it  may  be  asked,  do  they 
ever  halt  in  the  process  ?  Since,  when  they  raise  the 
rate  from  5  to  8,  9,  and  even  10  per  cent,  their  profits 
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steadily  increase,  why  should  they  not  go  on,  and  charge 
rates  more  exorbitant  still  ?  As  well  ask  a  farmer  why 
he  does  not  shear  his  sheep  twice  over.  A  point  comes, 
in  this  war  of  the  banks,  when  Trade  can  no  longer 
stand  the  pressure ;  a  point  comes  when  the  profits  of 
trade  are  swept  away  into  the  coffers  of  the  banks,  and 
when  trade  collapses  under  the  pressure  brought  to  bear 
upon  it.  Of  late  years  we  have  been  threatened,  by  the 
upholders  of  the  present  system,  with  a  rise  of  the  bank- 
rate  to  "15,  20,  or  30  per  cent;"  but  these  are,  as  it 
were,  the  ravings  of  a  madman.  Experience,  by  re- 
peated and  lamentable  facts,  shows  that  a  bank-rate  of 
even  9  or  10  per  cent  is  more  than  our  trade  can  stand. 
It  is  killed ;  and  thereafter  the  Bank  has  greatly  to  re- 
duce its  rate  because  it  has  impoverished  those  who  deal 
with  it.  When  the  best  and  shortest-dated  bills  cannot 
be  discounted  under  10  per  cent,  it  is  easy  to  conceive 
what  rates  are  charged  for  second-class  bills,  or  for  the 
best  bills  that  have  to  run  for  four  or  six  months.  A 10 
per  cent  bank-rate  means  widespread  ruin  and  failures 
among  our  commercial  and  manufacturing  classes,  and 
loss  of  employment  and  actual  want  to  tens  of  thousands 
of  our  working-classes. 

It  is  strange,  too,  to  observe  that  this  collapse  of  trade 
occurs  first,  and  to  the  most  serious  extent,  in  the  very 
country  which  provokes  this  bootless  international  strife. 
As  the  bank-rate  all  over  Europe  goes  up  and  up — the 
Bank  of  England  always  taking  the  initiative, — the 
event  which  at  length  stops  the  process  is  a  breakdown 
of  trade  in  England  itself  The  trade  of  our  own  coun- 
try collapses  first, — partly  because  it  is  subjected  to  the 
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severest  trial,  partly  because  it  is  far  more  extensive 
than  that  of  any  other  country.  Hence,  we  repeat,  the 
evil  which  we  sow  we  are  the  first  to  reap.  The  war 
which  the  Bank  of  England  is  the  first  to  declare — 
which  but  for  it,  indeed,  might  never  be  waged — inflicts 
its  losses  most  speedily  and  most  heavily  upon  ourselves. 
Is  this  wisdom  ?  is  it  civilisation  ?  It  is  barbarism  and 
folly — practised,  too,  chiefly  at  our  own  expense. 

How  we  shall  be  pitied  and  laughed  at  by  future 
generations !  How  they  will  mock  at  our  vaunted  civi- 
lisation !  how  they  will  deride  our  boastful  self-gratula- 
tion !  When  Reform  is  the  great  cry  and  work  of  the 
day — when  we  have  Parliamentary  reform,  Administra- 
tive reform.  Law  reform.  Bankruptcy  reform,  all  on  our 
hands,  engaging  our  minds  and  exercising  our  throats — 
not  a  word  of  Monetary  reform!  Wlien  Progress  is 
our  watchword,  what  will  be  thought  of  us  when  in  one 
of  the  most  vital  elements  of  national  wellbeing  we  not 
merely  stand  stUl,  but  actually  have  retrograded  1  When 
Free-trade  is  the  cry  and  boast  of  the  times — when  we 
have  indeed  done  a  great  work  in  that  respect,  and  when 
we  still  more  greatly  boast  of  it, — when  every  trifling 
customs-duty  struck  off,  or  every  great  customs-duty 
slightly  diminished,  excites  the  vociferous  applause  of 
our  journals  of  progress, — when  the  remission  of  so 
much  duty  upon  foreign  wines,  or  ribbons,  or  gloves,  is 
hailed  as  a  triumph  of  statesmanship, — what  will  future 
times,  future  generations  of  Englishmen,  think  of  us 
when  a  far  greater  reform  is  never  thought  of,  is  ignored, 
is  scouted, — and  when  the  principle  of  Monopoly,  the 
system  of  restriction,  is  permitted  to  flourish  in  one  of 
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the  most  important  departments  of  national  life,  and, 
Hte  a  iipas-tree,  to  spread  its  malign  influence  over 
every  branch  of  our  Industry  ? 

When  Trade  is  ever  expanding — when  it  is  the  grand 
aim  of  our  legislation  to  foster  that  expansion  more  and 
more, — what  will  be  thought  of  us  when  we  leave  the 
means  of  supporting  that  expansion  totally  undeveloped  ? 
— nay,  not  only  undeveloped,  but  when  we  actually  check 
it,  and  impose  upon  it  restrictions  unknown  before? 
"What  will  be  said  of  us  when  one  of  the  most  vaunted 
of  our  legislative  measures  (the  Bank  Acts),  not  merely 
prevents  the  expansion  of  our  monetary  system  so  as  to 
keep  pace  with  the  growth  of  trade,  but  imposes  upon 
it  fetters  borrowed  from  an  antiquated  past,  and  subjects 
it  to  a  regime  of  monopoly  and  restriction  such  as  we 
have  scouted  and  repudiated  in  every  other  branch  of 
our  legislation  1  While  making  Trade  free  by  our  com- 
mercial legislation,  we  keep  it  all,  every  branch  of  it, 
fettered  and  in  bondage  by  our  monetary  legislation. 
While  trade  expands — when  we  desire  above  all  things 
that  it  should  expand — we  contract  the  means  by  which 
alone  it  can  be  carried  on.  Can  anything  more  absurd 
be  conceived  ?  No  wonder  that  year  by  year  our  mo- 
netary difficulties  and  commercial  disasters  become 
more  frequent.  What  else  can  we  expect  but  convul- 
sion and  damage  when  we  combine  with  an  ever-expand- 
ing trade  a  contracted  and  inelastic  currency?  Our  folly 
is  like  that  of  a  man  who  should  plant  a  growing  oak  in 
a  vase  of  iron.  He  carefully  waters  and  manures  the 
tree,  desiring  that  it  should  attain  its  amplest  propor- 
tions;  and  he  wonders  why  ever  and   anon  the  tree 
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droops  or  the  vase  is  shattered.  So  is  it  with  our  pre- 
sent incongruous  and  incompatible  systems  of  Trade 
and  Banking.  Trade  is  ever  and  anon  strangled  by 
the  Banks;  and  when,  as  sometimes  happens,  our  re- 
strictive monetary  system  is  shattered  in  the  struggle, 
our  legislators  complacently  replace  the  broken  fetters, 
and  leave  our  monetary  system  to  strangle  Trade  anew  ! 
Hitherto  we  have  described  this  international  conflict 
of  the  Banks — so  antiquated  in  its  principle,  so  disas- 
trous in  its  effects — as  occasioned  by  a  drain  of  specie 
from  the  country  (usually  England)  whose  banks  origin- 
ate the  war.  But  the  war  is  declared  and  waged,  also, 
upon  another  and  less  intelligible  ground.  The  Bank 
of  England  frequently  declares  war  agaiast  the  banks  of 
other  countries  when  there  is  no  drain  of  gold  from  this 
country  at  all,  but  simply  an  increased  demand  for 
notes.  In  no  other  country  but  England  do  banks  con- 
sider such  an  event  as  a  casvs  belli  The  war  for  the 
possession  of  specie — for  the  sake  of  keeping  or  acquir- 
ing a  certain  amount  of  international  currency — is  a 
policy  adopted  ^rq^n'o  motu  by  banks  themselves.  But 
the  cause  of  war  of  which  we  now  speak  is  not  primarily 
attributable  to  our  banks :  it  is  a  direct  and  necessary 
result  of  our  existing  legislation.  This  is  a  note- 
worthy difference.  The  one  evil  is  occasioned  by  a 
natural,  the  other  by  a  purely  artificial  cause.  The 
latter  cause  is  simply  this,  that  our  banks  are  no 
longer  permitted  to  utilise  their  credit,  by  the  issue 
of  notes,  to  meet  a  temporary  requirement  for  do- 
mestic currency.  Such  a  requirement  always  arises 
whenever  there  is  either  a  monetary  or  a  commercial 
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crisis.  And  a  monetary  crisis — that  is  to  say,  a  diffi- 
culty (whether  natural  or  artificial)  on  the  part  of  banks 
to  provide  themselves  vdth  currency — inevitably  occa- 
sions a  commercial  crisis  likewise.  At  such  times  an 
increased  demand  for  Currency  takes  place  though  the 
demand  for  Capital  as  a  whole  is  actually  lessened.  It 
does  not  arise  owing  to  more  capital  being  wanted, — be- 
cause, when  the  bank-rate  is  raised  to  a  very  high  point 
(9  or  10  per  cent),  the  operations  of  trade,  the  demand 
for  capital,  are  greatly  contracted.  It  happens  (1)  be- 
cause commercial  credit  is  thereby  lessened,  causing 
money  to  be  req[uired  in  payment  instead  of  bills  ;  and 
(2)  because,  owing  to  the  depression  of  the  markets, 
caused  by  the  high  bank-rate,  merchants  prefer  to  cash 
a  larger  portion  of  their  stock  of  bills  than  usual,  rather 
than  lose  20  or  30  per  cent  by  making  forced  sales  of 
their  goods.  More  of  the  currency  issued  by  Banks 
is  wanted  in  exchange  for,  and  also  to  replace  the 
decrease  in,  the  currency  of  Trade — i.e.,  bills.  A 
temporary  increase  of  bank-notes  is  all  that  is  wanted. 
And  as  these  notes  are  not  meant  to  be  cashed,  and 
never  are  cashed,  such  a  transient  addition  to  their 
note-issues  in  no  way  creates  a  difficulty  for  the  banks. 
In  truth,  as  those  additional  note-issues  yield  a  good 
profit  to  the  banks,  it  would  be  profitable  for  the 
banks  to  issue  them,  irrespective  of  any  rise  in  the 
bank-rate.  But  such  a  remedy  for  our  ever-recur- 
rent times  of  difficulty  is  now  prohibited  by  the 
Bank  Acts :  and  the  consequence  is,  immense  disaster 
to  our  national  industry,  and  also  an  artificial  cause 
for  the  Bank  of  England  to  commence  that  interna- 
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tional    War   of   the   Banks   which  we   have    already, 
described. 

Putting  aside  this  part  of  the  question, — this  purely 
artificial  casus  belli, — let  us  deal  with  the  War  of  the 
Banks  as  if  it  were  occasioned  solely  by  an  exceptional 
demand  for  gold,  and  by  a  conflict  on  the  part  of  banks 
for  the  possession  of  the  yellow  metal.  And  let  us  see 
if  this  cause  of  strife  among  the  banks — as  disastrous  to 
the  people  in  all  countries  as  was  the  wrath  of  Achilles 
to  the  Greeks  before  Troy — cannot  be  obviated,  or  at 
least  greatly  diminished.  Let  us  consider  a  drain  of 
specie  as  a  banking -difficulty  under  its  two  forms  : 
namely,  as  produced  either  by  an  unusual  export  of 
gold,  or  by  an  increased  demand  for  gold  for  home  use. 
The  doctrine  which  we  preach — the  economy  of  Capital 
in  the  form  of  gold  which  we  advocate — will  apply 
equally  to  both  cases. 

A  Domestic  drain  of  specie  can  be  easily  remedied. 
It  ought  never  to  constitute  a  serious  difficulty  in  any 
well-ordered  system  of  banking.*  The  specie  so  with- 
drawn from  some  banks  is  immediately  deposited  in 
others.  A  Foreign  drain  of  specie  constitutes  a  more 
serious  difficulty :  yet  it  also  may  be  obviated,  or  at 
least  greatly  neutralised,  if  monetary  science  were 
rightly  understood  and  applied  by  banks  of  issue. 

The  disastrous  effects  of  a  struggle  for  gold  among  the 
banks  of  Europe — we  may  say,  of  the  world — ^we  have 
already  shown.  The  question  now  arises,  how  is  this 
W^ar  of  the  Banks  to  be  obviated  ?  Can  we  not  obviate 
this  strife  by  establishing  concert  among  the  banks  ? 
*  Vide  supra,  pp.  177-180. 
2  H 
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.Can  we  not  establisli  in  banking,  as  in  other  things,  the 
principles  of  union  and  co-operation,  in  lieu  of  the  pre- 
sent system  of  rivalry  and  hostility  ?  Even  in  interna- 
tional politics,  that  most  unmanageable  of  all  public 
questions,  the  principle  of  a  Congress  to  settle  disputes 
is  gaining  ground ;  and  one  day  or  other  it  will  be 
established  with  at  least  some  measure  of  success,  and 
with  proportionate  benefit  to  the  nations.  In  industry 
and  finance  Co-operation  is  already  the  order  of  the  day. 
Mutual  assistance,  a  combining  and  harmonising  of  rival 
interests  and  resources,  is  now  becoming  the  great  lever 
of  industrial  and  commercial  progress.  It  is  true,  co- 
operation among  the  banks  of  a  single  country,  or  even 
of  a  siagle  city,  is  yet  but  little  acknowledged  as  a  prin- 
ciple or  developed  as  a  system.  Only  in  rare  cases,  and 
at  rare  intervals,  is  the  wisdom  and  practical  expediency 
of  such  a  principle  acknowledged  sufficiently  to  abate 
the  antiquated  system  of  selfishness  and  isolation — of 
every  bank  standing  aloof  in  times  of  panic  and  crisis, 
and  keeping  to  itself  its  stock  of  specie,  whether  needed 
by  it  or  not. 

The  first  fact  that  strikes  an  observant  onlooker  is, 
that  at  present  the  banks  of  all  countries  not  only  stand 
completely  isolated  from  one  another,  but  that  they  do 
not  even  make  any  effort  to  relieve  the  community  of 
their  own  country  from  the  effects  of  a  drain  of  specie. 
They  keep  their  reserve  of  securities  in  a  form  which  is' 
not  available,  and  of  which  certainly  they  do  not  avail 
themselves,  to  obviate  a  drain  of  specie  for  export. 
Look,  for  example,  at  the  Bank  of  England.  The  entire, 
reserve  of  securities  kept  in  its  banking- department 
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consists  of  Government  Stock,  wMch,  whether  it  sells  it 
or  borrows  on  it,  brings  it  in  no  specie, — the  Bank  be- 
ing paid  in  its  own  notes,  which  are  a  legal  tender. 
The  same  is  the  case  with  the  Bank  of  France — and, 
indeed,  with  the  banks  of  all  countries.  Accordingly, 
the  first  means  of  improving  the  present  system  that 
suggests  itself  is,  that  these  great  banks  should  keep 
a  portion  of  their  reserve  of  securities  in  the  form  of 
foreign  Government  Stock, — in  the  Government  Stock 
of  those  countries  with  which  we  most  largely  trade, 
and  to  which  drains  of  specie  usually  flow, — ^which  in 
our  case  would  be  Paris,  Calcutta,  and  New  York.  The 
cashing,  or  borrowing  upon,  that  stock  would  enable 
the  bank  to  give  drafts  upon  those  places  equivalent  to 
specie,  and  thereby,  pro  tanto,  prevent  any  export  of  the 
precious  metals. 

This  would  unquestionably  be  a  great  improvement 
upon  the  present  system  ;  and  we  hope  soon  to  see  it 
adopted.  But  such  a  process  is  clumsy  and  trifling 
compared  to  the  improvements  which  will  yet  be  made 
in  the  science  of  banking.  Banking  must  assume  an 
International  form.  In  all  departments  this  is  the  ten- 
dency of  the  times.  The  barriers  of  seclusion  behind 
which  communities  have  so  long  kept  themselves  apart 
from  their  neighbours  are  being  thrown  down.  In 
finance — that  most  cosmopolitan  of  all  trades — we 
already  see  the  new  system  of  concert  freely  adopted.- 
English,  French,  Germans,  Eussians,  Americans,  may 
all  be  found  subscribing  to  the  same  loan,  or  co-operat- 
ing financially  in  the  same  enterprise.  Banking  will 
and  must  follow  the  same  onward  course.     Financially; 
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at  least,  Europe  is  becoming  one  community ;  and  one 
of  the  immediate  wants  of  the  times  is  the  establish- 
ment of  a  great  International  Bank. 

Let  us  look  at  this  question,  the  establishment  of  a 
"  Bank  of  Europe,"  iu  practical  fashioa  The  financial 
difiiculty  is  nil.  The  great  capitalists  of  all  countries 
already  co-operate  together  freely.  The  only  substan- 
tial difficulty  in  the  establishment  of  a  Bank  of  Europe 
is  this, — ^that  the  great  banks  make  a  profit  out  of  their 
present  policy  of  war  :  their  warfare  with  one  another 
costs  them  nothing,  while  at  the  same  time  it  is  a  means 
by  which  each  exacts  a  larger  portion  of  the  profits  of 
Trade  in  its  own  country.  "Well,  then,  let  these  great 
banks  themselves  establish  the  Bank  of  Europe.  Let 
them  conduct  its  management,  frame  its  statutes,  and 
divide  its  profits  among  themselves.  Let  the  Bank  of 
Europe  be  founded  by  the  co-operation,  the  mutual  con- 
cert, of  the  national  banks  of  each  country, — ^by  the 
Bank  of  England,  of  France,  of  Holland,  of  Belgium,  of 
Italy,  of  Turkey,  of  St  Petersburg,  Berlin,  Vienna,  &c. — 
or  by  such  of  them  as  are  at  once  ready  to  co-operate. 

Next,  as  to  the  constitution  of  the  bank.  The  Banks 
of  England  and  of  Erance  would  probably  subscribe 
one-half  of  the  required  capital ;  and  each  of  the 
co-operating  banks  would  be  represented  in  the  man- 
agement, and  would  share  in  the  profits,  in  proportion 
to  the  amount  of  capital  which  it  subscribed.  As 
regards  the  form  iu  which  the  capital  of  the  bank  is  to 
be  subscribed  and  kept,  this  would  mainly  depend  upon 
the  functions  of  the  bank,  It  is  the  natural  tendency 
of  all  successful  financial  establishments  to  extend  their 
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functions, — to  widen  not  only  the  extent  but  the  nature 
of  their  operations.  But  let  us  consider  the  proposed 
Bank  of  Europe  in  its  primary  form, — namely,  not  as  a 
bank  of  deposit,  or  as  a  fountain  of  international  paper- 
money,  but  simply  as  a  means  of  conducting  interna- 
tional exchanges  of  capital :  as  a  means  of  economising 
the  world's  stock  of  the  precious  metals,  of  lessening 
the  ceaseless  and  transitory  ebb  and  flow  of  specie,  by 
establishing  to  a  limited  extent  a  mode  of  international 
payments  in  Europe,  apart  from  the  export  of  specie. 
To  attain  this  object — as  we  shall  see  more  fully  in  the 
sequel — the  capital  of  the  bank  iieed  only  consist  of 
Government  securities,  as  an  adequate  guarantee  of  its 
operations.  Its  capital  would  consist  of  Government 
securities  of  the  various  co-operating  countries.  Each 
of  the  co-operating  and  associated  banks  would  sub- 
scribe its  share  of  the  capital  in  Government  securities 
of  its  own  country, — the  value  of  those  securities  being 
reckoned  by  the  market-price.  At  the  outset,  then — 
that  is  to  say,  as  long  as  the  Bank  exercised  only  its 
primary  functions,  as  an  agent  of  international  exchange, 
— its  capital  would  consist  of  so  many  millions  of  the 
various  Government  securities  of  Europe  (probably  one- 
half  of  which  would  be  French  and  British  Funds),  and 
the  extent  of  its  operations  would  be  limited  by  the 
amount  of  those  securities  which  it  held. 

Such  a  bank  would  be  of  immense  service  alike  to 
the  industrial,  commercial,  and  monetary  interests  of 
Europe.  Let  us  see  how  it  work  during  a  drain  of  gold 
from  one  country  of  Europe  to  another.  As  long  as 
merchants  can  get  bills  wherewith  to  discharge  their 
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debts  or  make  their  piircliases  abroad,  they  have  no 
need  of  specie  or  of  any  other  kind  of  international 
currency.  But  when,  owing  to  a  bad  harvest,  or  the 
requirements  of  trade  or  finance,  the  amount  of  foreign 
bills  in  a  country  becomes  inadequate  to  settle  the 
accounts  abroad,  merchants  and  capitalists  go  to  the 
banks  to  get  specie  for  export.  But  it  is  a  troublesome 
process  to  export  specie :  merchants  would  not  have 
recourse  to  it  if  there  were  a  more  convenient  equiva- 
lent. This  they  would  have  if  a  Bank  of  Europe  were 
established.  Instead  of  taking  gold  from  the  banks 
with  which  they  dealt,  they  would  ask  for  a  draft  upon 
the  Bank  of  Europe, — which  would  serve  them  better, 
for  they  could  transmit  it  as  easily  as  a  commercial  bill. 
^  Suppose,  for  example,  that  from  any  cause  our  mer- 
chants or  capitalists  had  to  transmit  to  Paris,  St 
Petersburg,  Constantinople,  or  any  other  place  on  the 
Continent,  two  millions  sterling  in  excess  of  the  com- 
mercial biUs  which  we  held  upon  those  places.  Our 
merchants  or  capitalists,  instead  of  taking  gold  from  the 
Bank,  would  get  from  it  a  draft  upon  the  Bank  of  Europe ; 
this  they  would  transmit  to  the  place  where  the  pay- 
ment had  to  be  made — say  Paris  ;  thereupon  the  recip- 
ients of  the  draft  would  take  it  to  the  Bank  of  France, 
where  the  amount  would  either  be  placed  to  their  credit 
as  a  deposit,  or, paid  to  them  in  the  notes  of  the  bank. 
The  Bank  of  France  would  then  send  on  the  draft  to  the 
Bank  of  Europe,  where  the  amount  would  be  withdrawn 
from  the  credit  of  the  Bank  of  England  and  placed  to 
the  credit  of  the  Bank  of  France :  and  the  transaction 
would  be  closed.,     No  specie  or  money  of  any  kind 
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would  he  needed.  There  would  simply  be  a  transfer- 
ence in  the  ledger  of  the  Bank  of  Europe  of  two  mil- 
lions sterling  from  the  credit  of  one  of  the  associated 
banks  to  another's.  The  establishment  of  such  an 
international  bank,  in  fact,  would  be  equivalent  to  an 
extension  of  the  Cheque-sysiem  and  Clearing-house  to 
the  hanking -system  of  Europe.  And  the  result  would 
be  a  great  economy  of  specie — ^just  as  the  cheque- 
system  and  the  clearing-house  have  immensely  econo- 
mised our  currency  of  all  kinds  at  home. 

As  these  international  bank-drafts  would  be  preferred 
to  the  troublesome  and  more  expensive  process  of  ex- 
porting specie,  little  or  no  gold  would  be  withdrawn  for 
export  from  the  Bank  of  England  (or  any  other  national 
bank  in  Europe),  until  the  Bank  had  drawn  to  the  full 
amount  of  its  credit  at  the  Bank  of  Europe.  The  amount 
for  which  it  could  thus  draw  would  be  the  amount  of 
capital,  in  the  form  of  Government  securities  reckoned 
at  their  current  price,  which  it  had  deposited  in  the 
Bank  of  Europe  :  and  this  amount  could  be  increased 
at  need,  by  the  deposit  of  more  Government  stock. 
This  would  be  a  source  of  profit  to  the  great  banks  ;  for, 
instead  of  having  to  keep  the  present  large  amount  of 
unprofitable  specie  to  meet  the  wants  of  their  customers, 
they  would  keep  a  portion  of  it  (equal  to  the  capital 
which  they  had  deposited  with  the  Bank  of  Europe)  in 
the  form  of  interest-bearing  securities.  "When  any  of 
the  associated  banks  (say  the  Bank  of  England  or  the 
Bank  of  Erance)  had  issued  international  drafts  to  the 
full  amount  of  its  credit  at  the  Bank  of  Europe,  then, 
but  not  till  then,  would  the  drain  of  specie  upon  it  com- 
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mence.  And  it  is  hardly  conceivable  that  any  bank 
would  subject  itself  to  an  embarrassing  drain  of  specie, 
when  it  could  meet  the  requirements  of  its  customers 
more  conveniently,  and  more  profitably  to  itself,  by 
temporarily  adding  to  its  deposit  of  interest-bearing 
securities  in  the  Bank  of  Europe.  Moreover,  when  a 
movement  of  specie  is  taking  place,  if  there  are  coun- 
tries which  have  to  export  specie,  there  are  others 
which  are  receiving  it  in  unusual  abundance:  so  that 
the  banks  which  were  receiving  the  specie,  and  there- 
fore did  not  require  to  issue  drafts  upon  the  Bank  of 
Europe,  would  willingly  allow  their  credit  (or  amount 
of  securities)  in  the  Bank  of  Europe  to  be  drawn  upon, 
at  interest,  by  the  bank  from  which  the  gold  was 
ilowing. 

To  those  who  are  conversant  with  such  matters,  the 
effects  of  the  establishment  of  such  an  International 
Bank  will  be  fully  understood  by  what  we  have  already 
said.  But  for  the  general  reader,  let  us  say  a  word  as  to 
those  international  drafts.  The  great  currency  of  the 
world  is  commercial  bUls.  Commerce  has  established 
for  itself  an  international  form  of  paper-currency,  which, 
when  transmitted  by  post,  is  quite  as  efficacious  in 
making  foreign  payments  as  if  specie  had  been  trans- 
mitted to  a  similar  amount.  Now,  these  commercial 
bUls,  although  perfectly  sufficient  for  their  purpose,  are 
not  convertible  into  money  (save  optionally)  except  at 
the  hands  of  a  certain  individual  (the  acceptor),  and 
after  the  lapse  of  a  certain  period.  Thus  (except  op- 
tionally) they  are  not  immediately  convertible  into 
money;    and  moreover  they  circulate  simply  on  the 
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credit  of  (at  most)  a  couple  of  individuals,  the  drawer 
and  acceptor.  Nevertheless  this  currency  of  bills  is  by 
far  the  largest  and  the  most  widely-circulating  of  any  in 
the  world.  Now,  note — although  it  is  superfluous  to 
say  so — the  immense  superiority  of  these  international 
bank-drafts  over  the  best  possible  kind  of  commercial 
bills.  In  the  first  place,  they  would  be  secured,  not  by 
the  credit  of  individuals,  nor  even  solely  by  the  credit 
of  the  bank  which  issues  them,  but  also  by  the  credit  of 
the  Bank  of  Europe  itself, — that  is  to  say,  of  all  the 
great  banks  of  Europe, — at  least  to  the  extent  of  the 
subscribed  capital  of  that  bank.  Secondly,  these  bank- 
drafts  would  be  immediately  convertible  into  money 
everywhere  throughout  Europe :  they  would  be  payable 
in  cash  on  demand  in  every  capital  of  Europe,  and  in 
every  place  where  the  national  bank  of  the  country 
had  branches.  And  each  holder  of  those  drafts  would 
receive  the  amount  exactly  in  the  kind  of  money  which 
he  required.  Suppose  a  Frenchman  or  a  Eussian 
receives  £100,000  in  sovereigns  from  an  English  debtor, 
— these  coins  will  not  circulate  either  in  Erance  or 
Eussia :  he  must  take  them  to  a  bank  or  money-dealer, 
and  get  them  exchanged  for  the  money  of  that  country. 
The  international  drafts,  the  cheques  upon  the  Bank  of 
Europe,  will  be  payable  in  every  country,  and  in  the 
money  of  the  country.  In  Eussia  they  will  be  payable 
in  roubles ;  in  France,  in  francs  and  napoleons ;  in 
England,  in  sovereigns,'  or  in  legal-tender  bank-notes  to 
a  like  amount. 

WhUe  economising  the  use  of  specie  as  international 
currency,  these  bank-drafts,  it  is  needless  to  say,  would 
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create  no  demand  for  specie  on  any  of  the  associated 
tanks  to  which,  they  may  be  taken.  Suppose  a  French 
merchant  received  one  of  those  drafts  issued  by  the 
Bank  of  England,  he  would  take  it  to  the  Bank  of 
France  or  to  one  of  its  branches,  and  there  he  would 
I  either  place  it  to  his  account  as  a  deposit,  or,  if  he 
wished  money,  would  take  payment  in  bank-notes. 
Specie  (except  as  small  change)  is  never  needed,  save 
to  make  payments  abroad ;  and  the  country  to  which 
such  drafts  upon  the  Bank  of  Europe  would  be  sent 
would,  of  necessity,  be  one  to  which  specie  was  flowing, 
and  where,  of  course,  no  export  of  specie  is  conceivable. 
The  drafts  would  only  be  issued  when  more  money  has 
to  be  sent  to  a  particular  country  than  there  are  bills 
upon  that  country ;  in  other  words,  when  the  exchanges 
(indicative  of  the  balance  of  trading  and  financial  trans- 
actions) are  in  its  favour — when  specie  is  flowing  in  and 
accumulating,  and  when  there  is  no  need  to  send  it  out. 
While  lessening  the  pressure  upon  banks  in  excep- 
tional times  (now  unfortunately  becoming  more  fre- 
quent than  ever),  and  furnishing  the  public  with  a  more 
convenient  process  of  making  payments  abroad,  the  new 
system  which  we  propose — this  development  and  com- 
pletion of  the  banking-system  of  Europe — would  impose 
no  limitation  upon  the  free  action  either  of  the  banks 
or  of  the  community.  The  banks  would  not  be  com- 
pelled to  issue  those  international  drafts,  neither  would 
the  public  be  compelled  to  receive  them.  If  the  Bank 
of  England,  or  any  other  of  the  associated  banks,  had  a 
surplus  stock  of  specie  on  hand,  instead  of  giving  drafts 
upon  the  Bank  of  Europe,  it  would  pay  out  that  specie. 
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It  would  only  issue  those  drafts  wlien  its  stock  of  specie 
was  likely  to  be  reduced  below  its  normal  quantity. 
The  public,  on  the  other  hand,  could  always  demand 
specie  from  the  bank,  just  as  at  present.  As  such  drafts 
would  be  more  convenient  and  less  expensive  than 
taking  specie  for  export,  they  would  always  be  in  favour. 
Nor  is  it  easy  to  conceive  any  circumstances  which 
would  induce  a  man  to  demand  specie  from  the  bank 
for  the  purpose  of  export  to  any  part  of  Europe  if  he 
could  get  an  international  draft  instead. 

Suppose,  for  example,  that  a  person  in  this  country  had 
to  pay  £100,000  to  a  French  merchant,  and  that  the 
French  merchant  had  to  make  a  similar  payment  to  a 
person  in  Eussia ;  then  the  international  draft  received 
from  England  would  be  forwarded  by  the  French  recipi- 
ent of  it  to  Eussia,  and  the  affair  would  be  settled :  the 
Eussian  cashing  the  draft  at  the  Bank  of  St  Petersburg, 
or  one  of  its  agencies,  and  the  amount  being  thereafter 
transferred  at  the  Bank  of  Europe  from  the  credit  of  the 
Bank  of  England  to  the  Bank  of  St  Petersburg's.  The 
latter  bank  would  then  hold  a  larger  portion  of  the 
capital  of  the  Bank  of  Europe  than  usual,  and  the  Bank 
of  England  would  hold  less.  In  other  words,  the  power 
to  draw  upon  the  Bank  of  Europe  and  to  share  in  its 
profits  {i.  e.,  the  interest  on  its  Government  securities, 
minus  the  cost  of  management)  would  be  temporarily 
increased  as  regards  the  Bank  of  St  Petersburg,  and 
lessened  as  regards  the  Bank  of  England. 

Were  such  a  Bank  of  Europe  established,  there  can  be 
little  doubt  that  the  banks  of  New  York  and  of  India 
would  also  join  iu  it :   so  that  its  operations  would  vir- 
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tually  include  the  whole  sphere  of  commercial  and 
financial  transactions.  Ebbs  and  flows  of  specie,  of 
course,  would  stUl  take  place,  but  they  would  be  greatly 
lessened.  Specie,  for  example,  will  always  flow  to 
India,  and  to  the  East  generally,  as  long  as  those 
countries  continue  to  export  largely  and  to  import  little. 
It  is  the  transient,  the  almost  ephemeral,  drains  of 
specie  which  at  present  occasion  our  ever-recurring 
monetary  difficulties.  In  a  few  months  at  most  the 
difficulty  is  over, — the  current  of  the  precious  metals 
resumes  its  old  channels,  obedient  to  the  normal  condi- 
tion of  trade  and  financial  enterprise.  But  in  that  brief 
interval,  what  calamities  befall  trade  under  the  present 
system, — under  the  policy  of  war  and  isolation  at  present 
adopted  by  the  banks !  Such  drains,  such  transient 
ebbs  of  specie  from  the  banks  of  a  particular  country, 
would  be  greatly  lessened  by  the  establishment  of  a 
Bank  of  Europe.  The  transient  ebb  would  in  great 
part  be  neutralised,  and  in  natural  course  the  eq^uilib- 
rium  would  be  restored. 

To  what  magnitude  and  variety  of  operations  such  an 
International  Bank  might  attain  in  course  of  time  we 
need  not  attempt  to  discuss.  Of  course  other  banks  be- 
sides the  great  national  banks  (if  they  had  an  adequate 
motive  for  doing  so)  might  likewise  join  in  it.  It  would 
be  a  bankers'  bank.  It  would  be  to  banks  what  banks 
are  to  private  tadividuals.  Its  deposits  would  be 
exclusively  those  of  banks — of  the  leading  banks  of 
Europe.  But  considered  merely  in  its  simplest  form, 
such  as  we  have  above  described,  the  advantage  of  the 
establishment  of  such  a  bank  would  be  very  great.    To 
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the  Associated  Banks  it  would  be  a  boon,  inasmuch  as 
a  portion  of  their  reserve  of  Government  securities 
would  then  exist  in  a  form  equivalent  to  specie, — whereas 
at  present  it  is  virtually  useless,  and  is  certainly  never 
employed,  as  a  means  of  providing  specie.  In  fact  a 
larger  portion  of  their  reserve  might  then  be  kept  in 
the  form  of  interest-bearing  securities  (deposited  with 
the  Bank  of  Europe,  and  thereby  convertible  into  the 
money  of  aU  countries),  and  a  lesser  portion  in  the  form 
of  unprofitable  bullion.  To  Trade,  also,  it  would  be  a 
boon ;  firstly,  because  the  international  drafts  would  be 
a  cheaper  and  more  convenient  means  of  making  pay- 
ments abroad  than  is  the  export  of  specie.  But  secondly, 
and  chiefly,  because  it  would  lessen  the  banking  embar- 
rassment occasioned  by  the  transient  drains  of  gold 
which  so  frequently  afflict  us,  and  thereby  would  enable 
banks  to  carry  on  their  business  during  those  excep- 
tional times  safely  and  profitably,  without  having  re- 
course to  the  exorbitant  rates  of  discount  which  ever 
and  anon  cause  trade  and  industry  to  collapse,  which 
bring  down  good  firms  by  the  score,  throw  thousands  of 
the  working -classes  out  of  employment,  and  check  the 
otherwise  steady  progress  of  our  national  wealth  and 
prosperity. 

A  reduction  in  the  costs  of  banking  ought  always  to 
be  a  proportionate  gain  to  the  community ;  just  as  a 
lessening  of  the  cost  of  manufactures,  or  of  the  pro- 
duction of  food,  or  the  raw  material  of  manufactures,  is 
a  gain  to  all  classes.  The  introduction  of  machinery 
into  manufactures  has  greatly  lessened  the  cost  of  cloth- 
ing and  furnishing  of  all  kinds ;  and  a  similar  intro- 
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duction  of  machinery,  and  also  of  scientific  appliances 
of  manure,  has  likewise  lessened  the  cost  of  producing 
food,  and  ere  long  will  achieve  still  greater  triumphs. 
But  in  order  that  the  community  may  be  benefited, 
there  must  be  no  legislative  monopoly  of  such  advan- 
tages. If  only  one  great  manufacturing  firm  were 
allowed  by  the  State  to  use  machinery,  the  community 
would  not  benefit  from  this  reduction  in  the  cost  of 
manufacture.  Why?  Because  every  private  firm  or 
company  naturally  and  invariably  seeks  to  get  the 
highest  possible  price  for  its  goods — for  the  commodity 
in  which  it  deals.  If  but  one  large  manufacturing 
firm  were  allowed  to  use  machinery,  and  all  other  such 
firms  were  prohibited  by  Act  of  Parliament  from  em- 
ploying this  means  of  cheapening  production,  this  priv- 
ileged firm  would  use  its  monopoly  simply  as  a  means 
of  augmenting  its  rate  of  profits,  and  would  charge  as 
much  as  the  other  firms  which  were  compelled  to  em- 
ploy the  more  costly  process  of  manufacture.  They 
could  not  compete  with  it ;  they  could  not  sell  below 
their  former  price ;  neither  would  the  privileged  firm 
sell  below  it, — it  wpuld  prefer  to  sell  at  the  same  price 
as  the  ordinary  firms,  and  pocket  all  the  increase  of 
profits  which  its  monopoly  enabled  it  to  secure.  Or 
take  another  case.  Suppose  that  three-fourths  of  all 
the  arable  land  of  the  country  were  held  by  one  manj 
and  that,  as  under  the  cord-laws,  a  restrictive  duty 
were  maintained  upon  foreign  corn:  what  would  be 
the  consequence  ?  This  man  would  rule  the  market. 
Having  nearly  all  the  corn  of  the  country  in  his  hands, 
he  could  exact  an  abnormally  high  price  for  it.     His 
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selling  price  would  not  be  regulated  by  the  cost  of 
production,  but  simply  by  the  demand,  the  exigencies 
of  the  people :  he  would  exact  the  highest  price  for 
his  goods,  the  necessaries  of  life.  And  the  few  other 
farmers  in  the  country,  being  too  weak  to  compete  with 
him,  would  willingly  combine  with  him,  and  charge 
the  same  prices. 

Now,  what  food  and  clothing  are  to  the  community, 
so  is  Money  to  all,  and  especially  to  the  trading-classes. 
Money  is  as  much  a  necessary  of  life  to  Trade  as  food 
is  to  the  life  of  the  community.  Moreover,  nowadays, 
in  this  country  especially,  without  Trade  we  cannot  get 
food.  Yet,  in  this  most  important  department — in  our 
monetary  system — the  community  can  only  get  its 
wants  supplied  through  the  agency  of  a  monopoly.  A 
stringent  monopoly  is  enjoyed  by  the  existing  banks  of 
issue,  which  moreover  are  subjected  to  most  mistaken 
and  injurious  restrictions ;  and  until  this  system  is 
abolished,  the  value  of  money  will  never  follow  the 
natural  law  of  supply  and  demand.  Hence,  whatever 
new  advantages  may  accrue  to  banks,  these  will  be  of 
no  use  to  the  community  so  long  as  our  banking-sys- 
tem is  subjected  to  a  regime  of  monopoly.  Even  if,  by 
the  establishment  of  a  Bank  of  Europe,  the  costs  of 
banking  were  reduced,  the  public  probably  would  not 
benefit  one  iota  so  long  as  the  present  monopoly  of 
banking-currency  is  permitted  to  exist. 

England  is  the  great  seat  of  monetary  crises.  As 
Egypt  is  the  mother-country  of  the  plague,  and  India 
of  the  cholera,  so  is  England  the  prolific  source  of  the 
monetary  epidemics  which  so  recurrently  devastate  and 
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oppress  the  trade  and  industry  of  Europe.  In  all  ques- 
tions of  reform  it  is  well  to  begin  at  home :  it  is  well 
to  operate  first  where  we  can  do  so  without  extraneous 
impediment.  In  this  case  especially,  it  behoves  us  to 
set  our  own  house  in  order  first :  for  it  is  here  that  the 
conflagration  which  consumes  the  profits  of  trade  and 
industry  begins.  It  is  here,  also,  that  the  conflagration 
commits  the  sorest  ravages.  And  the  first  thing  to  be 
done,  is  to  abolish  the  present  monopoly  of  banking- 
currency.  Whatever  be  the  conditions  which  Parlia- 
ment may  think  fit  to  impose  upon  the  issue  of 
banking-currency,  let  all  banks  alike,  subject  to  these 
conditions,  have  equal  rights.  Let  monopoly  in  banking 
die,  as  monopoly  in  all  other  trades  has  died.  Secure 
the  currency  by  all  means.  Take  whatever  precautions 
Parliament  may  judge  necessary  to  secure  the  validity 
of  the  note.  But  let  all  banks  be  equal  in  the  eye  of 
the  law.  Subject  to  the  same  conditions,  let  every 
bank  alike  have  the  power  to  issue  bank-notes.  "What 
these  conditions  ought  to  be,  in  our  opinion,  has  been 
already  stated.  But,  whatever  be  the  conditions  im- 
posed, let  fair  play,  free  trade,  and  a  wholesome  com- 
petition be  established,  and  the  great  point  wOl  be 
attained. 

Our  remedy  for  the  War  of  the  Banks  is  now  fully 
stated.  In  addition  to  the  reform  of  our  domestic 
monetary  system,  we  propose  to  remedy  the  transient 
ebb  and  fiow  of  the  precious  metals — those  temporary 
oscillations  which,  though  under  the  present  system 
productive  of  immense   disasters,  no  more  affect  the 
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normal  equilibrium  of  the  precious  metals  than  the 
tides  do  the  margin  of  the  sea — hj  the  establishment 
of  a  Bank  of  Europe,  which  would  ia  effect  be  the 
bank  for  all  the  leading  banks  of  the  world.  By 
means  of  it,  the  cheque  -  system  as  between  banks 
would  become  international.  The  Bank  of  Europe 
would  be  the  clearing-house  of  all  the  leading  banks  of 
the  world.  Moreover,  we  doubt  not,  in  course  of  time, 
if  not  at  once,  it  would  become  the  fountain  of  an 
International  Paper-money.  Say  that  the  banks  con- 
nected with  it,  besides  issuing  the  large  drafts  upon 
it  required  by  merchants  or  capitalists  who  otherwise 
would  have  to  export  specie,  were  allowed  to  issue 
drafts  or  bills  upon  it  down  to  a  minimum  of  £10  or 
£20 :  what  would  ensue  ?  The  advantage  to  the  general 
community  would  be  nearly  as  great  from  this  source 
as  Trade  would  derive  from  the  larger  drafts.  Eor 
example,  any  one  who  was  going  to  travel  on  the  Con- 
tinent, passing  from  country  to  country,  would  take 
with  bim  five  or  ten  of  these  drafts  upon  the  Bank 
of  Europe,  and  everywhere  when  he  presented  one  of 
these  drafts  (or  large  bank-notes)  he  would  receive  the 
amount  in  the  money  of  the  particular  country  in  which 
he  was  then  residing.  He  would  cash  one  of  these 
drafts  in  France,  another  in  Italy,  another  in  Turkey, 
Austria,  or  Eussia,  according  to  the  course  of  his  travels ; 
and  everywhere  these  drafts  would  be  honoured,  and 
paid  to  him  in  the  currency  which  he  required. 

Thus  the  establishment  of  a  Bank  of  Europe,  such  as 
we  have  proposed,  would  confer  three  important  ad- 
vantages.    In  the  first  place,  and  most  important  of  all, 
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it  would  obviate,  to  a  great  extent,  the  transient  ebbs 
of  specie  from  one  country  to  another,  which  at  present 
are  the  bane  of  trade,  and  constitute  no  small  embar- 
rassment to  banks.  Secondly,  it  would  furnish  mer- 
chants and  capitalists  with  a  much  more  convenient 
form  of  making  international  payments  than  they  at 
present  possess,  when  commercial  bills  are  not  to  be 
had ;  for  instead  of  the  troublesome  process  of  export- 
ing specie,  they  would  get  drafts  which  they  could  send 
by  post.  And  thirdly,  if  drafts  of  comparatively  small 
amount  were  issued,  any  tourist  or  traveller  would 
obtain  a  supply  of  really  international  currency  in  a 
much  better  form  than  he  can  at  present, — in  fact,  in 
the  very  best  form  it  is  possible  to  have. 

An  International  Monetary  System  wUl  certainly  be 
established  some  day.  The  whole  tendency  of  finan- 
cial and  commercial  affairs  is  running  in  that  direction. 
Our  present  proposal  is  simply  an  anticipation  of  what 
will  be  universally  demanded  before  long. 


XXIV. 
SUNK    CAPITAL 


In  our  exposition  of  "  Capital,"  in  previous  chapters,  we 
purposely  delayed  considering  the  question  of  "  sunk " 
capital:  because  we  saw  it  would  be  more  advantageous 
to  bring  it  into  connection,  as  a  prelude,  with  the  portion 
of  our  subject  at  which  we  have  now  arrived, — namely, 
State-finance,  with  especial  reference  to  the  effects  of  Tax- 
ation, Government  expenditure,  and  the  National  Debt. 
The  term  "  sunk "  is  applied  to  capital  in  somewhat 
the  same  sense  as  fixed :  but  usually  it  is  employed  to 
signify  wealth  not  merely  "  fixed "  quoad  its  owner,  but 
.also  employed  ia  an  unproductive  manner — in  a  way 
which  yields  no  return  at  all  to  its  owner,  and  no  in- 
crease of  wealth  to  the  community  at  large.  For  ex- 
ample, a  man  may  sink  £10,000  in  boring  the  earth  in 
the  hope  of  reaching  a  coal-bed,  or  in  the  attempt  to 
reach  a  vein  of  copper  or  tin :  but  if  the  attempt  fails, 
if  no  minerals  are  reached,  the  capital  so  employed  is 
sunk  in  every  sense  of  the  word. 
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The  important  point  to  be  elucidated  in  this  case  is, 
What,  financially  or  economically,  is  the  effect  of  this 
"  sinking "  of  capital  ?  The  wealth  so  employed  is 
wholly  lost  to  its  owner:  he  gets  back  neither  the 
capital  sum,  nor  any  interest  on  it.  As  regards  its 
original  owner,  the  wealth  is  anniliilated :  but  is  the 
capital  thus  parted  with  annihilated  as  regards  the  com- 
munity at  large  ?  Certainly  not.  It  has  merely  passed 
into  the  possession  of  others.  What  use  its  new  pos- 
sessors may  make  of  it  is  another  question :  but  un- 
doubtedly they  use  it  just  the  same  as  if  it  had  come 
to  them  in  a  reproductive  transaction, — i.  e.,  in  a  trans- 
action profitable  to  the  origiaal  owner  of  the  wealth. 
As  regards  the  original  owner,  the  expenditure  is  a 
pure  loss  of  wealth ;  but  to  the  community  the  loss  is 
only  negative.  There  is  no  diminution  of  the  national 
wealth,  but  there  is  a  loss  of  profit,  an  absence  of  gain, 
in  this  particular  expenditure,  or  employment  of  wealth. 
So  much  wealth — or,  to  put  the  case  in  another  form, 
so  much  labour  employed  by  that  wealth — has  yielded 
no  gain,  no  addition  of  wealth,  to  the  community.  That 
is  all.  The  wealth  itseK  so  expended  has  passed  into 
other  hands, — it  still  remains  among  the  community; 
and  the  labour  employed  by  that  wealth  also  remains : 
and  both  the  wealth  and  the  labour  may  become  repro- 
ductive again.  In  fact,  the  wealth  in  the  hands  of  its 
new  owners  may  at  once  employ  reproductively  the 
same  labourers  whom  it  previously  employed  unpro- 
ductively.  Hence,  as  regards  the  community  at  large, 
the  only  effect  of  an  expenditure  of  wealth  in  an  unpro- 
ductive manner,  is,  not  a  diminution  of  the  national 
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■wealth,  but  a  momentary  absence  of  the  gain  which  usu- 
ally attends  the  employment  of  wealth.  To  the  original 
owner,  the  wealth  so  invested  is  wholly  lost :  but  it  is 
not  lost  to  the  community, — only  it  has  temporarily, 
i.  e.  on  this  particular  transaction,  made  no  addition  to 
the  national  wealth.  The  original  owner  of  the  wealth 
has  lost  it  all ;  the  persons  whom  he  has  employed  hare 
received  it  in  payment  of  their  labour :  hence  the  same 
amount  of  wealth  exists  in  the  community  as  before. 

The  sole  effect  of  a  sinking  of  capital,  therefore,  from 
a  national  point  of  view,  is  simply  this,  that  no  addition 
is  thereby  made  to  the  amount  of  the  national  wealth. 
But  no  diminution  of  the  national  wealth  is  occasioned 
by  it.  The  amount  of  the  national  wealth,  at  the  worst, 
remains  the  same  as  before.  The  question,  then,  is, — 
"What  effect  has  this  sinking  of  capital,  this  employment 
of  wealth  unproductively,  upon  the  amount  of  wealth 
in  a  "floating"  form — i.e.,  in  a  form  available  for  the 
employment  of  labour  ?  It  is  obvious  that,  in  this  re- 
spect, unproductive  expenditure  has  no  more  effect  than 
productive  expenditure, — except  that  in  the  latter  case 
there  remains  the  capital  plus  the  interest  or  gain  upon 
its  employment,  whereas  in  the  former  there  remains 
the  capital  only. 

Now,  the  negative  loss,  or  absence  of  gain,  which  a 
nation  experiences  from  any  unproductive  expenditure 
of  wealth  is  exactly  measured  by  the  length  of  time 
during  which  the  wealth  so  expended  remains  unpro- 
ductive. This  may  be  a  matter  of  days,  or  weeks,  some- 
times of  months,  ifevertheless  it  is  important  to 
observe  that,  in  countries  where  the  banking-system  is 
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fully  developed,  an  unproductive  expenditure  on  the 
part  of  individuals  may,  and  frequently  does,  take  place 
■without  any  portion  of  the  capital  so  expended  being 
rendered  for  a  single  day  unavailable  for  productive 
employment. 

Let  us,  by  some  examples,  show  the  varying  effects  of 
unproductive  expenditure  upon  the  amount  of  national 
■wealth  available  for  productive  employment. 

Suppose  that  a  thousand  men,  on  the  Derby  day,  lose 
each  £10  in  bets  to  other  men.  The  £10,000  thus 
lost  to  its  o^wners,  or  unprofitably  expended,  simply 
changes  hands  in  the  form  of  cheques.  No  money  is 
■withdra-wn  from  bank  at  all, — ^not  even  for  a  moment. 
The  effect  of  the  transaction  upon  the  productive  po^wer 
of  the  country  is  nil.  If  the  losers  have  to  contract 
their  business,  the  ■winners  can  proportionately  extend 
theirs.  At  the  same  time,  the  power  of  the  banks  to 
give  discounts  or  advances  upon  property  deposited 
■with  them,  remains  as  great  as  before. 

But  suppose,  for  the  sake  of  illustrating  the  matter, 
that  there  is  no  banking-currency,  ■whether  bank-notes 
or  cheques,  and  that  specie  or  metallic  currency  is  alone 
in  use.  Even  then,  how  stands  the  case  in  regard  to 
a  sinking  of  capital, — i  e.,  exchanges  of  Value  (say  of 
money  for  labour)  ■which  are  a  total  loss  to  one  of  the 
parties  ?  Let  us  say  that  a  father  gives  £1000  to  his 
son  one  day;  that  the  son  gives  it  to  a  brother  next 
day;  that  the  brother  gives  it  to  a  friend  on  the  day 
following;  that  the  friend  loses  it  in  a  bet  on  the  fourth 
day;  that  the  ■winner  loses  it  to  another  bettiag-man  on 
the  fifth  day;  and  that  this  betting-man  gives  it  in 
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payment  of  a  debt  to  a  comrade  on  the  sixth  day. 
Here,  then,  is  a  series  of  transfers  of  wealth  which 
bring  no  return  to  those  who  part  with  it:  but  what 
is  the  effect  as  regards  the  community?  There  have 
been  six  unproductive  transactions,  but  the  wealth 
remains.  The  only  effect  is,  as  regards  the  community, 
that  the  £1000  in  specie  has  been  lost  to  productive 
employment  for  a  week.  There  has  been  no  loss  of 
wealth  to  the  community:  what  some  men  have  lost, 
others  have  gained.  Only,  there  has  been  for  a  week 
no  increase  of  the  national  wealth  as  regards  the  sum 
which  has  been  changing  hands.  The  normal  state  of 
matters  is,  that  a  profit  is  made  on  every  transfer  of 
wealth, — a  profit  to  the  individual,  and  consequently  to 
the  community  of  which  he  is  a  member.  But  in  the 
case  of  unproductive  expenditure,  while  there  is  a  total 
loss  to  the  original  owner  of  the  wealth  so  expended,  there 
is  no  positive  loss  of  wealth  to  the  community :  there  is 
only  an  absence  of  the  gain  which  usually  accompanies 
transfers  of  wealth.  And  this  negative  loss,  we  re- 
peat, is  exactly  measured  by  the  length  of  time  during 
which  this  wealth  is  unprofitably  changing  hands.  The 
wealth  itself  remains  undiminished,  and  at  any  moment 
may  again  become  reproductive.  That  is  all:  this  is 
the  sole  effect  of  a  sinking  of  capital, — unless,  indeed, 
the  wealth  be  expended  abroad,  in  which  case,  while 
lost  to  one  country,  it  becomes  an  addition  to  the 
wealth  of  some  other  country. 

This,  we  say,  is  the  sole  effect  of  a  sinking  of  capital, 
even  supposing  that  it  were  made  in  the  form  of  specie. 
But  by  means  of  banking  and  banking-currency,  the 
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series  of  transactions  above  stated'  could  not  for  a  single 
moment  diminisli  the  amount  of  national  wealtli  avail- 
able for  productive  employment.  The  thousand  pounds, 
or  any  other  sum,  involved  in  the  above  series  of  trans- 
actions would  probably  not  be  withdrawn  from  bank 
for  a  single  hour :  and  hence  it  would  remain  perfectly 
available  for  reproduction  —  for  the  employment  of 
labour  of  a  profitable  kind.  So  that,  while  the  thousand 
men  lost  £10,000,  or  six  individuals  in  succession 
parted  with  £1000  without  any  return,  the  wealth  of 
the  country  would  not  only  remain  as  great  as  ever,  but 
these  Slims  would  also  remain  in  bank — i.e.,  as  entirely 
available  for  productive  employment,  for  the  carrying 
on  of  trade  and  the  employment  of  labour,  as  before. 

rinally,  in  order  to  reduce  the  question  of  "  sunk " 
capital  to  its  most  fundamental  elements,  and  to  put  it 
in  the  most  tangible  form,  let  us  suppose  that  no' money 
is  employed  at  all, — neither  cheques,  nor  notes,  nor 
coin.  Let  us  take  the  case  of  a  country  where  the 
primitive  system  of  Barter  prevails,  and  where  labour 
is  paid  for  "  in  kind," — ^that  is  to  say,  by  giving  to  the 
labourers  payment  in  goods,  chiefly  food  and  clothing. 
"Well  then,  suppose,  as  before,  that  an  individual  em- 
ploys labourers  to  sink  a  mine  in  the  hope  of  reaching 
a  bed  of  coal  or  iron :  and  that  the  enterprise  wholly 
miscarries, — that  no  coal  or  iron  is  reached, — and  that 
the  result  of  the  labour  so  employed  is  simply  to  make 
a  deep  hole  in  the  earth,  where  no  hole  was  needed. 
In  such  a  case,  what  happens?  The  labourers  so 
employed  have  been  paid  for  their  services  by  a  cer- 
tain amount   of   food  and    clothing,   &c. ;     and   that 
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amount  of  food  and  clothing  has  been  used.  It  has 
been  nsed  withoiit  any  return  to  the  man  who 
originally  possessed  or  supplied  it:  quoad  him,  it  is 
■wholly  lost.  Nevertheless,  if  this  amount  of  food  and 
clothing  had  not  been  supplied  to  the  labourers,  these 
labourers  could  not  have  lived.  They  must  either  have 
emigrated,  or  else  have  gone  to  the  workhouse,  and  been 
supported  at  the  expense  of  the  community.  If  they 
had  emigrated,  their  labour  would  thenceforth  have  been 
lost  to  the  country :  the  productive  power  of  the  coun- 
try would  to  this  extent  have  been  permanently  dimin- 
ished. If  they  had  taken  refuge  in  the  workhouse,  the 
cost  of  their  maintenance  would  have  fallen  upon  the 
community,  but  their  services  would  have  been  available 
again  in  better  times, — though  not  quite  to  the  same 
extent  as  if  they  had  been  employed  by  the  above  expen- 
diture in  sinking  the  profitless  mine.  The  cost  of  main- 
taining them  in  the  workhouse  would  doubtless  be  less 
than  the  wages  they  would  have  earned  by  working  in 
the  profitless  mine ;  but,  on  the  other  hand,  their  effec- 
tive power,  when  they  emerged  from  the  workhouse, 
would  be  less  than  if  for  the  same  period  they  had  been 
employed  at  fair  wages  in  the  mine.  Their  physical 
as  well  as  their  moral  condition  would  be  higher,  and 
consequently  their  productive  power  greater,  if  they 
had  been  so  employed,  than  if  they  had  been  com- 
pelled to  take  refuge  in  the  workhouse,  and  to  submit 
to  the  scant  fare  as  well  as  demoralising  influences  of 
that  last  refuge  of  the  destitute. 

Hence  it  appears  clearly  that  "sunk"  capital — wealth 
employed  in  labour  that  yields  no  return  to  its  original 
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possessor — is  by  no  means  lost  to  the  commtmity.  It 
serves  to  maintain  in  efficiency,  as  agents  of  production, 
a  portion  of  the  population  which,  but  for  that  expendi- 
ture, must  either  have  emigrated,  or  else  have  taken 
refuge  in  the  workhouse.  In  the  first  case,  this  portion 
of  the  population  would  have  been  wholly  lost  to  the 
country — the  productive  power  of  the  country  would 
have  been  diminished ;  in  the  second  case,  a  part  of  the 
cost  of  maintaining  those  labourers  would  have  fallen 
upon  the  community  (as  "  sunk "  capital)  in.  the  form 
of  an  addition  to  the  Poor-rates, — and  although  this 
amount  would  be  less  than  the  wages  paid  profitlessly 
by  the  capitalist  who  sunk  the  mine,  this  would  hardly 
be  of  advantage  to  the  country,  seeing  that  the  effective 
power  of  the  labourers  would  be  correspondingly  dimin- 
ished by  the  scant  fare  and  demoralising  influence  of 
the  workhouse. 

Such,  then,  are  the  effects  of  an  expenditure  of  wealth 
in  a  profitless  manner,  so  long  as  that  expenditure  is 
confined  to  the  Home  trade — to  the  community  itself 
Of  course,  if  the  wealth  had  been  expended  profitably 
to  its  owner,  the  expenditure  would  suffice  not  only 
to  maintain  the  productive  power  of  the  country,  but 
would  also,  by  yielding  a  profit  to  its  original  holder, 
have  added  to  the  wealth  of  the  country,  and  conse- 
quently to  its  productive  power.  Nevertheless,  we 
repeat,  even  when  capital  is  whoUy  "sunk"  —  i.e., 
yields  no  return  to  its  past  owner — it  suffices,  by  being 
transferred  to  other  hands,  to  give  maintenance  to  a 
portion  of  the  population  which  otherwise  would  have 
to  emigrate,  or  to  become  a  burden  on  the  community. 
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Such  an  expenditure,  in  short,  though  not  adding  any- 
thing to  the  wealth  or  productive  power  of  the  country, 
at  least  serves  to  maintain  the  productive  power  of  the 
country  at  its  former  level.  It  is  simply  a  transference 
of  wealth  from  one  part  of  the  community  to  another. 

Such,  we  repeat,  is  the  effect  of  "  sunk  "  capital  when 
the  profitless  expenditure  is  made  within  the  community 
itself  If  the  expenditure  be  made  abroad,  the  result  is 
very  different.  Suppose,  for  example,  that  a  country  im- 
ports £1000  worth  of  gunpowder,  and  fires  it  off  in  mere 
salvoes  of  artillery.  Then  the  country  loses  this  sum 
without  any  return  at  all :  even  the  firing  of  the  salvoes 
not  giving  additional  remunerative  employment  to  a 
single  man.  Even  in  this  case,  it  is  true,  the  expendi- 
ture may  be  useful  in  a  political  point  of  view  (and  there 
is  hardly  any  form  of  expenditure  that  is  absolutely 
useless).     But,  financially,  it  is  a  pure  loss. 

Military  expenditure,  the  costs  of  war,  are  usually 
taken  as  the  most  striking  exemplification  of  a  "  sinking," 
or  waste,  of  capital.  And  if  the  war  be  carried  on 
abroad,  the  expenditure,  considered  'per  se,  is  obviously 
more  entirely  lost  than  if  the  war  were  waged  at  home. 
Tor  if  a  war  be  waged  in  a  foreign  country,  the  cost  of 
maintaining  our  troops  is  wholly  lost  to  our  own  country, 
and  becomes  a  profit  to  the  country  in  which  the  war 
is  carried  on.  This,  we  say,  is  the  aspect  of  warlike 
expenditure  considered  per  se.  Yet  it  is  needless  to  add 
that  the  advantages  of  carrying  on  a  war  abroad,  instead 
of  at  home,  far  more  than  outweigh  the  loss  (the  pure 
sinking  of  capital  in  military  operations)  which  accrues 
from  maintaining  the  war  in  another  countrj'  than  our 
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own.  "War  is  always  a  destroyer.  It  devastates  tlie 
fields, — it  cliecks  or  annihilates  the  industrial  energies 
of  the  country  where  it  is  waged.  It  also,  even  when 
waged  in  the  most  civOised  fashion,  entails  social  hard- 
ships and  sufferings,  which  are  not  the  less  to  be  de- 
plored although  they  cannot  be  reckoned  in  pounds 
sterling. 

Hence  the  old  system  of  Pitt  and  his  successors, 
during  the  great  war  with  France,  is  the  right  one. 
To  send  an  army  to  Belgium  or  Spain,  and  to  pay  sub- 
sidies to  foreign  Powers  for  co-operating  with  us,  is  the 
most  costly  form  in  which  a  military  expenditure  can 
be  made.  But  the  indirect  advantages  of  such  a  mode 
of  carrying  on  war  far  outweigh  the  direct  loss  so  in- 
curred. For  thereby  we  not  only  avoid  the  terrible  social 
and  individual  sufferings  occasioned  by  a  purely  defen- 
sive war — by  a  war  waged  in  our  own  country, — ^but  we 
also  avoid  the  destruction  of  property  to  our  own  people, 
and  also  the  paralysis  of  credit  and  collapse  of  trade 
which  necessarily  must  ensue,  if  a  war  is  being  waged 
on  our  soil.  Hence,  if  England  again  has  to  take  part 
in  a  European  war,  she  wDl  do  well  to  recur  to  the  old 
system,  and  keep  the  horrors  and  destruction  of  war  at 
a  distance  from  our  own  shores,  by  holding  the  foe  at 
arm's-length, —  combating  him  abroad,  alike  with  our 
army,  and  by  the  help  of  friendly  Powers  whose  aid 
we  can  procure  (if  not  otherwise)  by  means  of  subsidies. 


XXV. 
STATE   FINANCE 


There  are  many  things  in  the  world  which  have  a 
knack  of  being  as  hroad  as  they  are  long  :  and  this  is 
peculiarly  the  case  with  State  Finance.  There  is  no 
science  (if  it  can  be  so  called)  which  has  produced 
so  many  wind-bags — so  many  golden  illusions,  decep- 
tive visions  of  an  Eldorado  which  is  never  reached — 
grand  bubbles  which  burst,  to  the  bitter  disappointment 
of  the  community,  and  to  the  confusion  of  subsequent 
administrators.  Statesmen  may  dazzle  the  public  with 
iinancial  schemes  which  promise  immense  results  from 
inadequate  means :  but  such  results  never  come.  Or 
a  Minister  may  invest  a  commonplace  process  with  the 
appearance  of  a  grand  discovery ;  and  he  may  attire  it 
in  so  strange  and  complicated  a  garb  that  the  puzzled 
public  does  for  the  hour  regard  it  as  a  brilliant  effort  of 
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statesmanship.  But  strip  this  rara  avis  of  its  borrowed 
plumage,  and  it  will  be  seen  that  it  is  but  a  barn-door 
fowl  after  all. 

State  Finance  is  a  very  plain,  straightforward  kind  of 
business.  Its  greatest  operations  can  all  be  measured 
and  tested  by  the  rules  of  plain  arithmetic.  No  Govern- 
ment can  get  more  out  of  a  guinea  than  a  guinea's 
worth.  The  case  is  different  with  Banking  and  private 
Finance.  For  these  are  trades, — operations  in  which 
money  is  meant  to  fructify,  not  of  itself  (i.  e.,  not  merely 
by  increase  in  the  form  of  interest),  but  by  the  addi- 
tion to  it  of  Intellect  and  Labour  (i.e.,  as  employed  in 
industrial  enterprise) :  they  are  transactions  liable  to 
losses  as  weU  as  to  gains.  And  with  such  kind  of  busi- 
ness a  Government  has  nothing  to  do.  A  Government 
simply  receives  a  certain  sum  from  the  community,  and 
pays  it  away  again.  It  is  a  simple  receipt  and  a  simple 
expenditure.  And  in  such  a  case,  we  repeat,  it  is  impos- 
sible to  get  more  than  a  guinea's  worth  out  of  a  guinea. 
What  a  Government  pays  with  one  hand,  it  must  first 
receive  in  the  other.  It  cannot  pay  off  debt  with  the 
left  hand  without  first  receiving  in  its  right  hand  an 
exactly  equal  value  from  the  community.  "  Ex  nihilo 
nihil  Jit,"  ought  to  be  written  over  the  doorway  of  every 
Government  Exchequer. 

Financial  questions  —  many  of  them  so  complex 
that  they  may  be  called  problems — are  at  the  present 
hour  rising  into  special  prominence ;  and  they  are  dis- 
cussed with  more  carefulness,  and  with  a  greater  appre- 
ciation of  the  facts,  than  at  any  previous  period.     We 
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do  not  here  treat  of  State  Finance  in  connection  with 
commercial  legislation — for  instance,  as  regards  the 
questions  of  Free-trade  and  Protection, — but  of  State 
Finance  pure  and  simple.  The  burden  of  taxation  has 
of  late  years  been  so  vastly  diminished — it  is  now  so 
very  much  lighter  than  before  when  compared  with  the 
realised  wealth  of  the  country — that  there  is  no  urgent 
demand  for  a  reduction  of  the  existing  amount  of  taxes : 
but  there  is  a  very  anxious  desire  to  ascertain  whether 
the  nation  would  be  more  benefited  by  a  further  reduc- 
tion of  taxation,  than  by  keeping  our  Taxation  at  its 
present  amount,  and  devoting  the  yearly  increase  in  the 
produce  of  the  existing  taxes  to  the  extinction  of  the 
National  Debt. 

Two  points  are  raised  by  this  question:  one  as  re- 
gards Taxation  in  general,  the  other  as  regards  taxation 
with  a  view  to  the  extinction  of  the  National  Debt. 
We  must  ascertain,  first,  what  is  the  effect  of  Taxation 
upon  the  reproductive  power  of  the  national  wealth : 
that  is  to  say,  in  what  way,  and  to  what  extent,  taxation 
hinders  the  national  wealth  from  enlarging  its  amount 
by  the  yearly  profit  which  all  wealth  may  rightly  be 
expected  to  yield.  Secondly,  we  M'ant  to  know  in 
what  way,  and  to  what  extent,  taxation  devoted  to 
the  purpose  of  reducing  the  National  Debt  differs  from 
ordinary  taxation  in  its  effect  upon  the  reproductiveness 
of  national  wealth.  The  two  questions  are  indissolubly 
connected.  Obviously  no  satisfactory  answer  to  the 
second  question  can  be  given  without  a  previous  eluci- 
dation of  the  first. 
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GENERAL  EFFECTS  OF  TAXATION. 

What,  then,  is  the  effect  of  Government  taxation 
upon  the  wealth,  or  financial  condition,  of  a  com- 
munity ?  A  right  solution  of  this  question  involves  the 
consideration  of  many  important  points, — including  the 
use  of  a  Government ;  the  form  in  which  the  revenue 
is  levied  and  paid ;  and  the  manner  in  which  it  is 
expended. 

The  first  poiat  to  be  determined  is,  "What  is  the  use 
and  object  of  Government  expenditure?  A  great  con- 
flict of  opinion  exists  as  to  whether  or  not  Government 
expenditure  is  to  be  considered  "reproductive"  as 
regards  the  community.  Nearly  all  authorities  main- 
tain that  it  is  unproductive  expenditure.  But  in  this,  as 
in  a  hundred  other  cases  of  literary  and  political  strife, 
the  difference — at  least  if  the  disputants  be  aware  of 
the  true  state  of  the  matter — is  merely  one  of  terms  and 
definitions.  Government  taxation  is  an  unproductive 
expenditure  in  the  same  sense  that  wealth  employed  in 
the  construction  of  roads  may  be  called  an  unproductive 
expenditure, — and  in  no  other.  In  the  one  case  as  in 
the  other,  the  expenditure  is  made  for  a  profitable  pur- 
pose. True,  such  expenditure  does  not  immediately  and 
of  itself  make  any  addition  to  the  national  wealth ;  but 
it  does  so  instrumentally, — that  is  to  say,  by  enabHag 
the  main  body  of  the  wealth  and  labour  of  the  com- 
munity to  produce  greater  results  or  profits  than  could 
otherwise  be  attained :  which  greater  profits  more  than 
compensate  the  absorption  of  a  portion  of  the  national 
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wealth  in  an  ""unproductive"  way.  In  both  cases 
alike,  under  ordinary  circumstances  {i.e.,  when  the 
road  is  wanted,  and  when  the  Government  fulfils  the 
object  for  which  Governments  are  established),  the 
wealth  so  expended  forms  an  advantageous  investment, 
— seeing  that  it  facilitates,  and  thereby  increases,  Pro- 
duction, or  the  reproductive  power  of  the  maiu-body 
of  the  national  wealth.*  It  is  a  withdrawal  of  wealth 
from  the  community  in  order  that  the  wealth-producing 
power  of  the  community  may  be  increased. 

The  Use  of  a  Government. 

What,  in  truth,  is  a  Government  but  a  means  of 
enabling  the  community  to  exercise  its  energies — which 
is  but  another  word  for  increasing  its  wealth — under  the 
most  favourable  circumstances  ?  A  Government  is  like 
a  body  of  watchmen  delegated  to  ward  off  the  danger  of 
external  attack  from  a  working-party  in  a  gold-mine ; 
and  also  whose  office  it  is  to  see  that  the  rules  of  the 
community  are  obeyed,  so  that  no  one  trespasses  upon 
the  ground  or  rights  of  any  of  his  felLow-workers.  If 
these  men,  these  defenders  and  also  adjudicators  of  the 
community,  are  neither  too  numerous  nor  too  highly 
paid,  it  would  be  a  loss  to  the  community  to  diminish 
either  their  number  or  their  pay.  The  cost  of  main- 
taining them  is  amply  compensated  by  the  service  which 
they  render. 

On  the   other  hand,  if  either  the  salaries  of  those 

*  For  a  statement  of  the  great  effects  of  Eoads  and  Eailways  in 
economising  the  expenses  of — in  other  words,  promoting — Production, 
see  supra,  pp.  99-100.. 
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guardians,  or  their  actual  number,  be  in  excess  of  the 
requirements  of  the  case,  then  this  excess  is  an  actual 
loss  to  the  community:  it  is  a  needless  withdrawal  from 
the  public  of  so  much  wealth,  and  from  the  labour- 
market  of  so  many  persons  who  thereafter  are  main- 
tained at  the  cost  of  the  community, — so  that  the  pro- 
ducing power  of  the  community  is  lessened,  wMle  its 
consumption  remains  as  great  as  before.  By  reducing 
their  Pay,  the  community  would  retain  for  its  own  use 
a  larger  portion  of  the  produce  of  its  industry ;  by  re- 
ducing their  Number,  there  would  also  be  more  labour 
to  employ  in  working  the  gold-mine.  Or,  if  there  were 
not  enough  of  remunerative  work  to  employ  these  ex- 
officials  in  the  mine,  they  would  go  elsewhere :  in  which 
case,  the  community  would  get  no  addition  to  its  stock 
of  Labour,  but  it  would  retain  for  its  own  use  the 
"Wealth  which  previously  had  been  given  to  these 
officials. 

But  if,  as  is  usually  the  case,  the  expenses  of  Govern- 
ment are  no  greater  than  is  requisite  for  the  right  dis- 
charge of  its  functions,  the  wealth  devoted  by  the  com- 
munity to  the  maintenance  of  its  protectors  and  ad- 
ministrators is  an  expenditure  indispensable  for  the 
due  development  of  the  national  wealth.  The  expenses 
of  Government,  in  short,  are  to  the  community  a  neces- 
sary means  of  carrying  on  its  industry, — as  much  as 
the  cost  of  constructing  a  mill  is  to  a  manufacturer,  or 
the  making  of  roads  is  to  a  community.  It  is  an  outlay 
which,  far  from  being  a  loss,  is  a  means  of  increasing 
the  national  wealth  to  a  greater  degree  than  would  be 
possible  if  no  such  expense  were  incurred. 
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Financial  Advantage  of  Cheap  Government. 

As  is  obvious  from  the  preceding  statement  of  the 
case,  all  taxation  is,  per  se,  a  loss  to  the  community, 
—  inasmuch  as  it  is  a  portion  of  wealth  withdrawn 
from  the  use  or  enjoyment  of  its  possessors  in  order 
to  maintain  a  particular  class,  namely,  the  employes 
of  the  State.  If  the  Governmental  body  could  be 
wholly  abolished — army  and  navy  included — the  result 
would  be  that  the  thousands  of  individuals  in  State- 
employment  would  thereafter  be  added  to  the  producing 
classes,  and  would  thenceforth  support  themselves  ;  or, 
if  they  were  all  to  emigrate,  the  community  would 
thereafter  possess  for  its  use  the  goods  or  wealth  which 
previously  went  to  maintain  the  whole  body  of  Govern- 
ment employes — army  and  navy  included.  The  whole 
amount  of  taxation  would  be  saved, — except  (1)  that 
portion  which  had  been  contributed  by  the  Government 
employes  themselves ;  and  (2)  the  portion  which  repre- 
sents the  profit  on  the  supply  of  goods  to  the  State  and 
to  its  employes  by  members  of  the  community. 

Of  course  no  civilised  community  is  in  this  Utopian 
condition  of  not  needing  a  Government.  We  merely 
put  this  imaginary  case  in  order  to  show  clearly  that 
{cceteris  paribus)  the  smaller  the  expense  of  a  Govern- 
ment, the  better  is  the  case  for  the  country, — the  larger 
is  the  portion  of  the  national  produce  which  is  left  in 
possession  of  the  general  community. 

Taxation  Uhistrated. 
The  functions  of  a  Government,  and  tha  effects  of  the 
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Taxation  requisite  for  its  maintenance,  may  be  best 
sbown  by  an  illustration.  Governments  are  fond  of 
calling  themselves  "paternal"  in  their  relations  to 
the  community :  so  let  us  suppose  a  family  of  a  dozen 
sons,  where  their  father  acts  as  their  guardian  and 
adjudicator,  and  in  return  is  supported  by  yearly 
contributions  from  them.  Then  the  articles  of  food 
and  luxury  supplied  to  the  head  of  the  family  (who 
does  not  himself  engage  in  industrial  business)  con- 
stitute the  expense  of  Government,  and  are  so  much 
property  withdra'WTi  from  the  use  of  those  who  pro- 
duce it.  The  corn,  cattle,  &c.,  supplied  to  the  "  Gov- 
ernor "  are  consumed  by  him :  and  there  is  an  end  of 
the  matter. 

Or  suppose,  instead  of  this  payment  in  kind,  the  sons 
give  to  their  father  bonds  or  paper-money,  representing 
so  much  corn  or  so  many  sheep ;  and  that  by  means  of 
these  bonds  he  obtains  from  his  sons  from  time  to  time 
the  commodities  which  he  requires  :  in  this  case,  also 
(the  bonds  costing  nothing),  the  expense  of  Government 
would  be  exactly  represented  by  the  amount  of  com- 
modities which  the  Governor  consumes. 

On  the  other  hand,  if  this  little  community  choose 
that,  instead  of  paper-money,  counters  of  gold  and  silver 
be  used  in  those  transactions,  then  the, cost  of  this  specie 
constitutes  an  additional  expense :  so  that,  in  such  a  case, 
the  cost  of  Government  is  represented  by  the  amount 
of  property  consumed  by  the  old  gentleman  plus  the  cost 
of  the  coins, — used  as  tribute-money  by  the  sons,  and 
as  a  means  of  purchase  by  the  father.  In  fact,  the 
amount  of  coin  needed  in  payments  to  or  by  a  State 
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must  be  included  as  one  of  the  items  in  the  cost  of 
Taxation. 

Taxation  Expended  Abroad. 

But  suppose  the  Governor  requires  to  spend  a  portion 
of  his  revenue  abroad — i.  e.,  outside  the  pale  of  his  own 
community.  Then  paper-money  will  not  do  :  he  must 
either  send  abroad  corn  and  cattle  and  suclilike  com- 
modities, or  else  specie.  If  he  sends  corn  or  cattle,  he 
incurs  the  cost  of  freight  or  conveyance, — which  cost 
necessitates  an  addition  to  the  revenue  which  has  to 
be  paid  to  him :  that  is  to  say,  the  community  must 
give  to  him  more  wealth  than  would  otherwise  be  ne- 
cessary. As  specie  costs  less  for  conveyance  than  other 
kinds  of  property,  it  would,  as  a  question  of  freightage, 
be  more  economical  to  send  specie, — since  the  addi- 
tion to  the  taxation  requisite  to  pay  for  freightage  in 
such  a  case  would  be  less  than  if  goods  were  sent. 
On  the  other  hand,  if  specie  were  sent — the  money 
being  expended  abroad, — the  profit  on  the  supply  of 
the  commodities  purchased  with  that  specie  would  be 
lost  to  the  home-community,  and  would  belong  to  the 
foreign  country:  a  set-off  of  considerable  importance. 

It  is  true  that  the  profit  on  the  sale  of  produce,  when 
made  by  a  community  to  its  own  Government,  is  (as 
regards  the  community  as  a  whole)  quite  illusory, — this 
profit  being  previously  paid-for  by  the  community  in 
the  shape  of  taxes.  For  example,  let  us  take  the  case 
of  some  single  mUlion  of  our  own  revenue.  If  that  mil- 
lion be  spent  by  the  Government  at  home,  the  commu- 
nity, in  selling  their  goods  or  labour  to  the  State,  charge 
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thereon  a  certain  amount  of  profit,  as  they  would  do 
to  an  ordinary  customer :  but  then,  this  amount  of  profi.t 
is  previously  paid  to  the  State  in  the  shape  of  taxation. 
The  State  requires  a  certain  amount  of  goods  and 
labour :  and  if  the  community  charge  a  profit  on  the 
supply  of  those  commodities,  it  is  obvious  that  the  State 
must  raise  more  revenue  than  if  it  were  supplied  at 
cost-price.  Therefore,  as  regards  the  community  as  a 
whole,  it  would  be  as  profitable  for  them  to  sell  their 
goods  to  the  Government  at  net  cost, — seeing  that  in 
such  a  case  they  would  have  to  pay  proportionately  less 
in  taxation.     The  matter  would  be  as  broad  as  it  is  long. 

But  what  if  this  million  be  expended  by  the  Govern- 
ment abroad?  The  community,  in  that  case,  have  to 
pay  as  much  in  taxation  as  if  the  million  were  expended 
at  home ;  while  the  profit  on  supplying  the  State  with 
a  million's  worth  of  goods  passes  to  another  commu- 
nity. For  example,  say  that  the  cost-price  of  20,000 
sheep  is  £19,000,  and  that  their  selling-price  is  £20,000, 
— the  profit  on  the  sale  would  be  £1000.  The  Govern- 
ment would  have  to  raise  £20,000  by  taxation  to  pur- 
chase those  sheep,  but  only  £19,000  of  the  amount  would 
be  consumed  by  the  State, — the  £1000  representing  the 
profit,  would  be  simply  transferred  from  the  taxpayers 
at  large  to  a  particular  class,  the  sheep-farmers.  On 
the  other  hand,  if  this  £20,000  were  spent  abroad,  it 
is  obvious  that  the  £1000  would  not  return  into  the 
pockets  of  the  community,  but  would  be  acquired  as 
profit  by  foreigners. 

Hence,  financially,  the  question  whether  a  Govern- 
ment ought  to  meet  its  own  wants  abroad  by  exporting 
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specie  or  by  exporting  commodities  (supposing  it  is  pos- 
sible for  the  Government  to  supply  its  wants  by  the 
latter  course),  depends  upon  whether  or  not  the  lesser 
cost  of  exporting  specie  compensates  for  the  loss  of  pro- 
fits incurred  by  giving  the  supply  of  the  commodities 
to  the  State  into  the  hands  of  foreigners.  Suppose 
the  profit  on  the  supply  of  goods  to  the  State  be  5  per 
cent,  alike  at  home  and  in  the  foreign  country  where 
the  goods  are  required:  then  the  question  whether  it 
is  more  economical  to  export  home-goods,  or  specie 
to  purchase  the  required  goods  abroad,  depends  upon 
whether  or  not  the  cost  of  conveying  specie  to  that 
country  is  so  much  less  than  the  freightage  of  goods 
as  to  effect  a  saving  of  5  per  cent  on  the  million  so 
exported.  Say  that  in  either  country  20,000  sove- 
reigns will  buy  20,000  sheep,  and  that  the  profit  on 
the  sale  of  those  sheep  to  the  State  is  5  per  cent,  i.e., 
£1000 ;  also  that  the  freightage  of  the  specie  is  £100, 
and  of  the  sheep  £500.  Then,  if  the  sheep  were  sent 
abroad  (say  for  the  use  of  our  army),  our  people  would 
get  the  profit  on  supplying  the  sheep  to  the  Govern- 
ment =£1000;  but  would  have  to  pay  £500  as  freight. 
On  the  other  hand,  if  specie  were  sent  to  purchase  the 
sheep  abroad,  our  people  would  lose  the  profit  on  that 
transaction  =  £1000,  and  also  £100  as  freight  of  the 
specie.  In  the  one  case  they  would  lose  £1100,  and  in 
the  other  £500,  more  than  if  the  expenditure  had  been 
made  at  home.  In  both  of  those  cases  we  have  assumed 
that  the  specie  or  sheep  are  transported  in  a  British 
ship :  but  if  they  are  transported  in  a  foreign  ship,  then 
there  is  a  further  loss ;  namely,  of  the  profit  included  in 
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the  charge  for  freight, — which,  at  5  per  cent,  would  be 
£5  if  specie  were  sent,  and  £25  if  sheep  were  sent. 

In  this  way,  taxation  spent  abroad  involves  a  special 
loss  to  the  community.  In  return  for  such  expendi- 
ture, it  is  true,  the  State  gets  as  adequate  a  return  for 
its  wealth  as  if  it  were  spent  at  home.  But  if  the 
Government  expenditure  be  made  abroad,  the  profit 
arising  from  that  expenditure  (namely,  on  the  supplj' 
of  goods  or  labour  to  the  State)  is  obtained  by  foreign- 
ers :  the  capital  so  spent  "  fructifies  "  in  another  coun- 
try instead  of  in  our  own, — the  profit  upon  its  expendi- 
ture is  lost  to  us. 

Nevertheless,  it  may  not  be  all  lost  to  us :  a  portion 
of  it  usually  comes  back  in  the  course  of  trade.  The 
country  which  receives  this  addition  to  its  wealth 
naturally  carries  on  more  trade  than  before :  it  makes 
more  purchases  of  foreign  goods,  and  also  more  ex- 
changes of  commercial  commodities  (which  exchanges 
are  profitable  to  both  countries),  —  and  of  this  in- 
crease of  international  trade  our  country  naturally 
gets  a  share,  which  pro  tanto  compensates  us  for  the 
portion  of  our  taxation  expended  abroad.  How  far 
this  compensation  is  received  depends  mauily  upon  the 
extent  of  our  trading-relations  with  the  country  where 
this  portion  of  our  wealth  is  expended.  If  it  be  made 
in  our  colonies,  with  which  our  trading-relations  are 
comparatively  more  extensive  than  with  other  countries, 
the  compensation  is  greater  than  if  the  expenditure  be 
made  elsewhere.  For  example,  if  it  were  made  in  China 
the  compensation  would  be  almost  nil :  China  being  so 
vast  a  region  that  its  produce  suffices  for  its  own  wants. 
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and  its  people  have  as  yet  little  desire  to  olDtain  the 
productions  of  foreign  countries. 

But  in  every  case,  Government  expenditure  abroad 
is  more  or  less  a  loss  to  this  or  to  any  country, — seeing 
that,  although  a  perfect  equivalent  is  obtained  for  such 
expenditure,  that  portion  of  the  wealth  so  expended 
which  represents  the  profit  on  the  supply  of  goods  to 
the  State  is  lost  to  us.  Hence  it  may  be  stated  as  an 
axiom  that  a  given  amount  of  taxation  is  more  or  less 
burdensome  to  a  country  in  proportion  as  much  or  little 
of  the  national  revenue  is  spent  by  the  Government  in 
other  countries. 

Incidence  of  Taxation  and  Exjiendittire. 

But  there  are  other  points  connected  with  Taxation 
which  deserve  to  be  noticed.  One  of  these  has  regard 
to  the  incidence  of  taxation,  the  other  to  the  incidence 
(if  we  may  so  call  it)  of  the  Government  expenditure. 

If  every  member  of  the  community  were  taxed  exactly 
in  proportion  to  his  means,  the  incidence  of  taxation 
would  be  perfect.  But  the  wisest  system  of  taxation 
ever  invented  fails  to  attain  this  end :  so  that,  apart  from 
the  cost  to  the  community  as  a  whole  arising  from  taxa- 
tion, there  is  always  a  certain  amount  of  financial  hard- 
ship or  injustice  to  classes  or  individuals,  constituting 
an  additional  and  inseparable  evil  of  taxation.  A  still 
worse  hardship  of  this  kind  (namely,  to  individuals) 
arises  from  the  incidence  of  the  Government  expenditure. 
This  expenditure  is  not  equally  shared-in  by  all  classes 
of  the  community, — certainly  not  equally  by  all  indivi- 
duals.    The  consequence  is,  that  Government  expendi- 
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ture  favours  some  classes  or  members  of  the  commuiQity 
more  than  others.''  And  this,  like  the  former,  is  an 
inseparable  evil  of  taxation,  in  addition  to  the  financial 
burden  which  all  taxation  lays  upon  a  community. 

We  repeat,  if  every  individual  contributed  to  the 
revenue  exactly  in  proportion  to  his  means — or  at  least 
if  he  were  not  compelled  to  do  otherwise  (for  a  con- 
siderable amount  of  indirect  taxation  is  simply  a  volun- 
tary payment) ;  and  ifj  at  the  same  time,  the  Govern- 
ment expenditure  were  spread  equally  over  all  classes 
and  individuals  of  the  community ;  then  the  cost  and 
hardship  to  a  community  from  the  expenses  of  Govern- 
ment would  be  minimised :  it  would  be  measured  ex- 
actly by  the  amount  of  taxation.  But  as  a  matter  of 
fact,  the  maintenance  of  a  Government  involves  also  an 
amount  of  hardship  (i.e.,  special  loss)  to  individuals, 
owing  to  the  impossibility  of  rating  every  man  exactly 
according  to  his  means,  and  also  owing  to  the  impossi- 
bility of  letting  every  man  profit  by  the  Government 
expenditure  in  exact  proportion  to  his  share  in  the 
national  taxation. 

Hence,  of  course,  the  greater  extent  to  which  Taxa- 
tion is  reduced  the  better,  on  social  as  well  as  on  econo- 
mical grounds.  At  the  same  time  it  must  be  kept  in 
mind  that  as  "  Government "  is  simply  a  machinery  for 
allowing  the  national  energies  to  develop  themselves 
under  the  most  favourable  circumstances,  any  reduction 
of  taxation  which  tends  to  impair  the  efficiency  of 
the  Government — army  and  navy  included— will  not 
fail  to  produce  to  the  community  a  greater  loss  than 
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The  interest  on  the  National  Debt  is  a  portion  of  the 
G-overnment  expenditure  which  differs  from  the  rest  of 
that  expenditure  in  this,  that  it  may,  and  generally  does, 
occasion  no  loss  to  the  community.  No  portion  either 
of  the  Labour  or  of  the  Wealth  of  the  community  is 
diminished  by  those  payments  ;  and  hence  the  produc- 
tive power  of  the  country  is  in  no  way  lessened.  The 
wealth  paid  by  a  G-overnment  to  its  employes  is  con- 
sumed by  these  officials  (so  to  speak)  unproductively ; 
whereas  the  wealth  paid  by  a  Government  as  interest 
on  its  Debt  is  as  profitably  employed  by  the  Bond- 
holders as  by  its  previous  possessors.  Unlike  the  em- 
ployes of  the  State,  army  and  navy  included,  the  na- 
tional iondholders  give  no  labour  to  the  Government. 
The  annual  payment  to  them  is  for  a  service  rendered 
(money  given)  to  the  State  in  the  past:  it  gives  the 
State  no  claim  upon  the  services  of  the  Bondholders  ; 
so  that  they  are  free  to  employ  their  whole  labour  in 
productive  industry.  Hence — supposing  that,  in  both 
cases,  the  payments  are  made  not  abroad  but  to  mem- 
bers of  the  same  community — ^payments  on  a  National 
Debt  are  less  disadvantageous  to  a  nation  than  are  the 
payments  for  ordinary  Government  expenditure. 

The  question,  then,  as  it  first  presents  itself,  is  simply 
this :  whether  it  is  more  economical  to  pay  off  the 
national  bondholders  by  a  single  payment,  or  to  con- 
tinue paying  to  them  a  certain  yearly  sum  as  interest. 

The  special  feature  of  the  Budget  of  1867  was  the  effort 
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therein  made  to  diminisli  the  National  Debt.  By  the 
termination  of  the  "  Deadweight  Annuities  "  the  national 
expenditure  will  henceforth  be  lessened  to  the  amount 
of  nearly  £600,000  (£585,740) ;  and  as  the  taxation  of 
the  country  had  during  the  last  ten  years  undergone  a 
reduction  to  the  extent  of  11  millions,  it  was  not  un- 
reasonable to  propose  that  the  amount  of  the  expired 
Annuities  should  be  appropriated  to  the  reduction  of 
the  capital  of  the  Debt,  instead  of  being  made  a  means 
of  striking  off  more  taxes.  The  Chancellor  of  the  Ex- 
checLuer  proposed  to  annihilate  24  millions  of  the  Debt 
18  years  hence,  by  converting  this  amount  into  termin- 
able annuities.  In  order  to  effect  this  conversion,  we 
shall  have  to  pay  £1,776,000  a-year  on  this  portion  of 
the  Debt  for  18  years,  instead  of  the  present  payment 
of  £720,000  in  perpetuo.  The  conversion,  therefore, 
makes  a  temporary  addition  to  the  interest  on  the  Na- 
tional Debt  to  the  extent  of  £1,056,000  ;  but  at  the 
same  time,  as  the  interest  on  the  Debt  has  this  year 
been  reduced  (by  the  expiry  of  the  Deadweight  Annui- 
ties) to  the  extent  of  £585,740,  the  conversion  will 
only  entail  upon  the  public  an  additional  payment  of 
£470,260  for  the  18  years, — by  which  means,  in  the 
year  1885,  24  millions  of  the  Debt  will  be  suddenly 
extinguished. 

The  process,  therefore,  is  quite  simple :  and  it  entails 
an  addition  to  the  national  expenditure  which,  in  the 
present  state  of  our  finances,  is  trifling.  We  temporarily 
increase  the  payment  of  interest  on  the  Debt  to  the 
extent  of  half-a-million,  in  order  that  thereafter  we  may 
have  to  pay  three-quarters  of  a  million  less  than  we  do 
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at  present, — wliile  the  half-million  temporarily  added 
to  our  expenditure  wiU  likewise  expire. 

A  Sinlcing-Fund. 

A  very  keen  discussion  of  this  proposal  took  place 
in  the  House  of  Commons,  but  on  neither  side  were 
the  speeches  clear  or  satisfactory.  It  was  said  by 
some  of  the  objectors  that  Mr  Disraeli's  proposal  is 
equivalent  to  the  establishment  of  a  Sinking-fund ;  and 
this  charge  was  warmly  repelled  both  by  the  Chan- 
cellor of  the  Exchequer  and  by  Mr  Gladstone.  But  if 
it  is  not  a  Sinking-fund,  we  should  like  to  know  what 
a  Sinking-fund  is.  We  hold  that  the  objectors  were 
right  in  regarding  it  as  a  Sinking-fund:  but  then  we 
differ  from  them  in  this,  that  we  attach  no  weight  to 
the  objection.  We  differ  from  them  in  regard  to  their 
opinion  of  a  Sinking-fund.  They  regard  it  as  an  arrange- 
ment alike  vicious  and  illusory.  The  old  notions  in 
regard  to  the  potency  of  a  Sinking-fund  certainly  were 
illusory,  but  there  is  nothing  illusory  in  the  thing  itself. 
Disguise  it  as  one  may,  we  shall  never  pay  off  any  con- 
siderable amount  of  the  Debt  save  on  the  principle  of 
a  Sinking-fund.  At  all  times,  provision  is  made  by 
which,  whenever  the  current  balance  to  the  credit  of 
Government  exceeds  a  certain  point,  the  amount  of  the 
excess  is  devoted  to  the  reduction  of  the  Debt,  by  the 
purchase  and  extinction  of  Consols.  This,  as  every  one 
knows,  is  an  infinitesimal  operation.  But  the  moment 
we  go  beyond  this  point,  we  get  involved  with  a  Sink- 
ing-fund. 

What,  in  truth,  is  the  process  now  adopted  but  this. 
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that  the.  country  shall  annually  set  apart  half-a-mil- 
lion  sterling  for  18  years  for  the  redemption  of  24 
millions  at  the  end  of  that  period  ?  And  is  not  this  a 
Sinking-fund  ?  The  Times,  indeed,  found  a  distinction 
(and  from  its  point  of  view  a  consolation),  in  the  fact 
that  "the  National  Debt  Commissioners  are  but  the 
Chancellor  of  the  Exchequer  under  another  name,  and 
the  scheme  Mr  Disraeli  has  adopted  is  but  a  bargain 
between  his  right  hand  and  his  left.  The  Annuities 
still  to  run  may  at  any  time  be  converted  back  into  the 
Interest  on  their  capitalised  value."  Well,  but  what 
advantage  is  there  in  that?  Is  not  the  same  thing 
equally  true  in  the  case  of  an  ordinary  Sinking-fund  ? 
Cannot  the  Government  stop  the  continuance  of  a  Sink- 
ing-fund quite  as  much  as  it  can  make  a  reconversion 
of  those  Annuities  ?  In  truth  such  a  change  is  more 
easily  accomplished  in  the  former  case  than  in  the  latter. 
Suppose  the  Government  became  embarrassed,  so  that 
it  could  not  afford  to  continue  the  expenditure  of  this 
half-million  in  the  redemption  of  the  Annuities,  and  that 
accordingly  it  reconverted  the  existing  Annuities  back 
into  the  form  of  simple  Interest  on  the  Debt.  It  is 
certain  that  at  such  a  time  the  money-market  would 
be  in  a  bad  state :  so  that  the  probability  is  that  the 
reconversion  could  only  be  made  at  a  loss.  On  the 
other  hand,  suppose  Parliament  had  simply  passed  a 
resolution  to  the  effect  that  half-a-miUion  be  set  apart 
annually  for  the  redemption  of  the  Debt :  this  reso- 
lution could  in  an  emergency  be  suspended  at  any 
moment,  and  no  loss  could  possibly  occur. 
.  In  this  respect,  the  plan  proposed  by  the  Chancellor 
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of  the  Exchequer,  and  adopted  by  Parliament,  is  actu- 
ally less  convenient  than  a  pure  Sinking-fund.  If  Par- 
liament had  estabhshed  a  Sinldng-fund  by  pledging 
itself  to  vote  half-a-million  every  year  for  the  extinc- 
tion of  the  Debt,  in  an  emergency  Parliament  could 
simply  decline  to  make  that  annual  vote, — and  there 
would  be  an  end  of  the  matter.  But  if,  as  now  ar- 
ranged, 24  millions  of  Debt  are  converted  into  termin- 
able annuities,  in  an  emergency  the  only  way  of  getting 
out  of  this  annual  payment  of  half-a-million  is  by 
reconverting  the  annuities  into  Consols, — i.e.,  into  the 
old  form  of  simple  interest  on  the  Debt, — a  process 
which  is  almost  certain  to  be  accompanied  by  a  trifling 
loss.  True,  such  an  emergency  may  not  arise :  it  is 
not  probable  that  this  country  will  be  so  greatly  em- 
barrassed that  the  payment  of  this  half- million  will 
have  to  be  cancelled  as  too  heavy  a  burden :  neverthe- 
less, we  repeat,  if  such  an  emergency  were  to  arise,  the 
present  system  would  be  less  advantageous  than  an 
ordinary  Sinking-fund. 

On  the  other  hand,  a  Sinking-fund  in  the  form  now 
adopted  has  two  great  points  in  its  favour, — ^not  finan- 
cially, indeed,  but  as  a  matter  of  political  convenience. 
In  the  first  place,  it  removes  this  half-million  out  of 
the  category  of  debatable  expenditure.  This  sum  will 
not  be  counted  as  part  of  the  annual  surplus :  the  Gov- 
ernment will  not  be  worried  with  applications  for  devot- 
ing it  to  the  reduction  of  particular  taxes.  In  the 
second  place,  by  operating  upon  24  millions  at  once,  a 
great  eventual  boon  is  kept  before  the  eyes  of  the  public, 
as  a  worthy  object  of  the  small  temporary  self-denial 


528  STATE  FINANCE, 

required  of  them.  If  half-a-million  were  taken  annually 
from  the  surplus,  and  devoted  to  the  redemption  of  an 
equal  amount  of  Consols,  the  result  could  be  made 
financially  as  great  as  will  be  attained  by  the  scheme 
now  adopted.  But  the  extinction  of  a  mere  half-million 
of  the  Debt  would  be  a  very  small  matter  in  the  eyes  of 
the  public ;  and  the  House  would  be  ceaselessly  tempted 
to  devote  this  portion  of  the  surplus  to  other  purposes, — 
especially  to  the  very  tangible  advantage  of  reducing 
some  particular  tax. 

Financially  there  is  no  real  difference  between  the 
present  proposal  and  a  Sinking-fund.  Men  may  con- 
fuse and  delude  themselves  by  verbal  jugglery,  until 
the  same  thing  becomes  in  their  eyes  something  very 
different ;  but  there  is  no  real  change.  A  Minister  may 
dress  up  a  Siaking-fund  in  another  attire  and  call  it  by 
some  other  name,  nevertheless  it  is  a  Sinking-fund  still. 
But  we  repeat,  if  Debt  is  to  be  paid  off,  there  can  be  no 
valid  objection  to  a  Sinking-fund.  It  is  the  only 
means  by  which  a  permanent  machinery  for  paying  off 
Debt  can  be  established.  True,  at  one  time  the  most 
exaggerated  ideas  of  the  efficacy  of  a  Sinking-fund  were 
current.  It  was  looked  upon  as  if  it  were  a  magical 
machine,  by  putting  a  sovereign  into  one  end  of 
which  the  coin  came  out  at  the  other  end  multiplied 
twenty-fold.  And  no  doubt,  if  a  Government  does  not 
use  its  money  for  so  many  years,  it  will  at  the  end 
of  that  time  have  in  one  sum  both  the  capital  and 
the  accumulated  interest.  But  if  the  Government  had 
used  the  same  money  from  year  to  year  in  the  pur- 
chase of  Consols,  retaining  for  itself  the  interest  on  those 
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Consols,  it  would  have  reaped  quite  as  mucli  value  as  it 
can  do  by  spending  the  capital  and  accumulated  in- 
terest all  in  a  lump  at  the  end  of  the  period.  In  fact, 
whether  half-a-million  be  annually  included  in  the 
Budget,  as  a  yearly  vote  for  reducing  the  Debt,  or 
whether  a  like  sum  be  raised  to  meet  a  fixed  charge 
on  the  country  for  the  same  purpose,  comes  economi- 
cally to  the  same  thing.  By  no  financial  jugglery,  we 
repeat,  can  a  G-overnment  get  more  than  a  guinea's 
worth  out  of  a  guinea.  When  the  old  Sinking-fund 
was  in  its  heyday,  people  fancied  that  this  could  be 
done ;  but  as  soon  as  this  notion  was  dispelled,  a  revul- 
sion of  sentiment  took  place,  and  thereafter  every 
Minister  or  financial  authority  has  thought  it  a  clever 
and  correct  thing  to  denounce  a  Sinking-fund  as  an 
error  and  an  illusion.  It  is  nothing  of  the  kind. 
Like  everything  else,  it  is  good  for  what  it  is  worth: 
it  cannot  work  marvels,  but  it  can  be  of  use. 

Creation  of  a  National  Debt. 

A  National  Debt  creates  a  permanent  addition  to  the 
Taxation  of  a  country.  There  can  be  no  question  that 
a  nation  (like  a  company  or  a  private  individual)  is 
justified  in  meeting  an  exceptional  expenditure,  de- 
signed to  benefit  the  future  as  well  as  the  present,  by 
partially  anticipating  the  profits  of  future  years.  A 
war  is  to  a  nation  what  a  great  fire  is  to  an  insurance 
company,  or  what  a  great  destruction  of  works  by  an 
inundation  is  to  a  railway  company.  It  is  an  excep- 
tional disaster,  the  cost  of  which  may  rightly  be  spread 
over  several  years.     The  cost  must  be  met  immediately 
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—or  else  the  country,  like  a  company,  must  tmdergo 
far  greater  losses :  but  the  payment  of  a  large  portion 
of  this  outlay  may  legitimately  be  thrown  upon  the 
revenue  of  future  years. 

This  principle  cannot  be  questioned.  The  only 
practical  question  is.  How  much  of  the  exceptional 
expenditure  should  be  met  by  a  contemporaneous  ad- 
dition to  the  Taxation,  and  how  much  may  properly  be 
raised  by  loans,  the  interest  of  which  will  constitute  an 
addition  to  the  Taxation  of  future  years  ?  This  is  not 
a  question  which  can  be  decided  by  any  absolute  or 
theoretic  rule.  It  is  a  question  which  must  be  deter- 
mined according  to  the  special  circumstances  of  the 
time.  It  is  a  question  of  Statesmanship,  rather  than 
of  Finance.  As  such  it  is  beyond  our  province.  Nor 
indeed  can  any  Minister,  even  though  gifted  with  the 
highest  powers  of  statesmanship,  decide  such  a  question 
in  advance,  and  simply  on  theoretic  grounds. 

7s  it  an  Economy  to  pay  off  the  Debt  f 

Although  it  is  beyond  the  province  of  pure  Finance 
to  dogmatise  as  to  the  circumstances  under  which  it  is 
right  for  a  State  to  contract  Debt,  a  most  definite  and 
important  financial  problem  arises  in  connection  with 
the  question,  How  far,  and  under  what  circumstances, 
is  it  advantageous  for  a  country  to  pay  off  its  Debt  ? 

A  curious  and  important  point  connected  with  this 
question  was  raised  by  Mr  Gladstone  in  his  speech  in 
support  of  Mr  Disraeli's  plan  (which  was  also  his  own) 
for  paying-off  a  portion  of  the  National  Debt.  Mr 
Laing  had  remarked   briefly,  and  without  going  into 
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any  arguments  in  support  of  his  opinion,  that  "  a 
nation,  like  a  great  landed  proprietor,  might  adopt 
either  of  two  principles  in  dealing  with  its  liabilities. 
It  might  either  better  its  position  by  paying  off  the 
debt  in  instalments ;  or,  continuing  the  payment  of  the 
interest  on  the  debt,  it  might  apply  all  the  surplus 
revenues  to  the  improvement  of  the  estate."  This  re- 
mark appeared  to  Mr  Gladstone  a  serious  heresy,  and 
drew  from  him  the  following  reply : — 

"  The  ion.  member  tells  us  there  are  two  systems,  wMcli  lie 
places  in  contrast  one  with,  another,  and  with  regard  to  which  he 
leaves  his  own  preference  not  a  subject  of  much  doubt.  One  of 
these  systems  is,  diminishing  your  debt ;  the  other  is,  leaving  the 
money  with  which  yovi  would  otherwise  diminish  debt  to  fructify 
for  the  benefit  of  a  nation  through  the  reduction  of  taxes.  Now, 
it  appears  to  me  that  that  is  not  a  just  or  a  true  statement  of  the 
case,  and  that  when  you  talk  of  the  "  fructification"  of  money — I 
accept  the  term,  which  is  originally  due  to  very  high  authority — 
there  is  none  much  more  direct  and  more  complete  than  that 
which  the  public  derives  from  money  applied  to  the  reduction  of 
the  debt.  For  what  becomes  of  that  money  ?  It  is  not  sent  to 
the  moon.  It  is  not  exported  from  the  country.  It  finds  its  way 
into  the  money-market  of  London,  where  loanable  capital  obtains 
the  most  direct  and  profitable  employment  in  cheapening  produc- 
tion and  stimulating  industry.  In  my  opinion,  therefore,  it  is 
an  entire  fallacy  to  suppose  that  the  question  lies  between  the 
diminution  of  debt  and  allowing  your  capital  to  fructify.  I  con- 
tend, on  the  contrary,  that  there  is  no  surer  method  of  promoting 
an  immediate  and  profitable  application  of  capital  than  by  reduc- 
ing debt." 

Financial  problems,  although  they  may  be  simple 
when  one  gets  at  the  heart  of  the  question,  are  exceed- 
ingly puzzling  at  the  first  blush.  A  great  deal  of  care- 
ful consideration,  is  necessary  before  we  arrive  at  the 
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results ;  and  even  after  one  has  attained  to  a  definite 
view  of  the  case,  it  is  exceedingly  difficult  (owing  to 
the  complex  nature  of  the  subject)  to  state  the  results 
in  clear  and  simple  language,  adequate  to  bring  home 
the  facts  clearly  to  the  mind  of  the  public.  Hence 
it  was  only  natural  in  the  circumstances,  that  a 
speaker  dealing  with  the  matter  off-hand  should  get 
mystified  as  he  involved  himself  in  the  question :  and 
Mr  Gladstone  certainly  did  so  in  his  further  remarks. 
He  ended  by  confessing  that  he  had  not  proved  his 
case,  and  was  not  competent  to  elucidate  "  so  compli- 
cated a  matter  "  on  the  spur  of  the  moment.  But  the 
gist  of  his  opinion  is  stated  clearly  enough  in  the 
extract  which  we  have  given.  And  from  that  opinion 
we  differ.  There  is  a  grain  of  truth  in  it,  as  we  shall 
show:  but  on  the  whole  question  the  opinion  of  Mr 
Gladstone  is  disproved  by  the  facts  of  the  case. 

Mr  Gladstone  is  clearly  wrong  in  his  general  pro- 
position,— namely,  that  the  paying-off  of  debts  is  the 
most  profitable  way  of  employing  money.  Our  whole 
trading -system,  in  fact,  is  based  upon  exactly  the 
opposite  principle.  Our  vast  trade  is  carried  on  by 
means  of  contracting  debt, — by  getting  credit.  A  mer- 
chant, speaking  generally,  is  only  too  glad  to  get  credit 
(i.  e.,  to  incur  debt)  as  a  means  of  extending  his  busi- 
ness. Say  that  he  gets  a  loan  at  5  per  cent,  and  em- 
ploys the  amount  in  extending  his  business  :  he  obtains 
on  the  sum  so  employed  a  profit  (made  by  the  employ- 
ment of  his  skill  and  labour)  of  10, 15,  or  20  per  cent, — 
so  that,  while  paying  interest  on  the  loan,  he  reaps  in 
addition  a  profit  of  5,  10,  or  15  per  cent  on  the  sum 
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wMch  he  lias  borrowed.  Clearly,  then,  as  regards  the 
transactions  of  private  life — as  regards  the  general  com- 
mnnity  who  employ  their  money  in  business  of  one 
kind  or  other — the  paying-off  of  debt  is  not  the  most 
profitable  means  of  using  wealth.  On  the  contrary,  by 
such  a  process  our  Trade  would  at  once  be  immensely 
contracted,  with  great  loss  to  the  wealth -producing 
power  of  the  community. 

At  the  same  time,  it  must  be  remarked  that  Mr  Laing's 
parallel  between  the  case  of  a  landed  proprietor  and  that 
of  the  State  is  glaringly  imperfect.  A  landed  proprietor, 
or  other  private  individual,  trades  with  the  money  which 
he  has  obtained  on  loan.  A  State,  on  the  other  hand, 
does  not,  and  ought  not,  to  engage  in  trade.  Accord- 
ingly, money  does  not  "fructify  "  in  its  hands.  And  Mr 
Gladstone,  in  the  above  extract,  acknowledges  this  :  he 
takes  it  for  granted.  He  puts  his  case  upon  another 
footing.  He  maintains  that  the  money  spent  by  the 
State  in  extinction  of  its  debt,  becomes  thereafter  more 
available  for  productive  employment  by  the  public — it 
"  fructifies  "  more  readily  and  potently — than  money 
spent  by  a  trader  in  extending  his  business.  He  says : — 
"  It  finds  its  way  into  the  money-market  of  London, 
where  loanable  capital  obtains  the  most  direct  and  pro- 
fitable employment  in  cheapening  [by  facilitating]  pro- 
duction, and  stimulating  industry."  Undoubtedly  it 
does  so  in  the  main :  but  the  question  in  point  is.  To 
what  extent  does  money  spent  by  the  State  in  extinc- 
tion of  debt  do  this  more  than  money  expended  in  the 
improvement  of  property  or  in  the  extension  of  trade  ? 
Let  us  examine  the  facts. 
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If  a  million  of  debt  is  to  be  paid  off,  the  State  mtist 
raise  by  taxation  a  million  more  than  is  required  for 
the  ordinary  expenses  of  Government.  The  State  pays 
this  sum  to  a  certain  number  of  persons  who  hold  State 
bonds  (which  bonds  are  thereby  cancelled),  and  there- 
after the  million  sterling  is  employed  by  its  receivers 
(the  ex-bondholders)  in  trade  or  other  kinds  of  expendi- 
ture. Now,  the  sum  would  have  been  employed  in  the 
same  way  by  its  original  possessors  (i.  e.,  the  public),  if 
it  had  not  been  withdrawn  from  them  in  the  form  of 
taxes.  Thus  far,  then,  there  is  no  difference :  except  in 
this,  that,  when  paid  to  the  State,  this  employment  of 
the  money  may  take  place  less  quickly  than  if  the  sum 
had  remained  in  the  pockets  of  the  public.  At  first 
sight,  in  truth,  there  appears  to  be  a  loss  on  the  trans- 
action, represented  by  the  length  of  the  interval  during 
which  the  sum  is  being  transferred  by  the  State  from 
its  old  owners  to  its  new  ones, — from  the  taxpayers  to 
the  bondholders.  But,  thanks  to  the  banking-system, 
no  such  loss  occurs.*  The  sum,  though  temporarily 
unemployed  by  its  owners,  lies  in  bank,  available  for 
the  use  of  others. 

Thus  far,  we  repeat,  there  is  neither  loss  nor  gain  on 
the  transaction.  But  another  point  has  to  be  taken  into 
account.  The  million  raised  for  the  extinction  of  State 
Debt  is  collected  by  taxation  in  driblets  from  many 
thousands  of  individuals,  but  when  paid  in  extinction 
of  the  Debt  it  passes  into  the  hands  of  only  a  few 
persons.  At  first  sight,  this  appears  to  be  an  advan- 
tageous result  as  regards  the  "  fructification  "  of  wealth : 
*  Fide  supra,  pp.  108-12,  and  138-40. 
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for,  speaking  generally,  wealth  becomes  mdre  available 
for  the  employment  of  labour  when  concentrated  in  a 
few  hands  than  when  difFused  among  many  possessors. 
But  there  are  two  points  which,  in  this  case,  invalidate 
such  a  conclusion.  Owing  to  the  banking-system,  the 
spare  wealth  of  the  country  (i.e.,  the  amount  of  wealth 
not  needed  by  its  owners  for  their  own  consumption) 
is  aU  deposited  in  bank,  and  therefore  is  available  for 
the  employment  of  industry  just  as  fully  whether  it 
belongs  to  a  thousand  owners  or  to  one.  And  if  it  be 
said,  in  opposition  to  this,  that  though  the  statement 
be  true  in  the  abstract,  nevertheless,  when  a  given  sum 
is  diffused  among  a  number  of  small  owners,  the  por- 
tion of  it  not  in  the  bank,  but  which  each  man  keeps 
in  hand  for  his  daily  wants,  is  larger  than  if  the  sum 
were  in  the  possession  of  a  few  large  capitalists:  it 
must  be  borne  in  mind  that  each  member  of  the  wealthy 
classes  keeps  in  hand  a  far  larger  amount  of  money  than 
a  member  of  the  lower-middle  or  of  the  working-classes 
does.  A  holder  of  Consols  keeps  ten  or  twenty  pounds 
in  his  purse  or  at  home,  while  the  labourer  does  not 
keep  as  many  shillings.  Hence,  the  fact  that  a  portion 
of  the  million  of  revenue  used  in  extinction  of  State 
Debt  is  raised  from  the  poorer  classes,  and  is  transferred 
into  the  hands  of  persons  comparatively  wealthy,  is 
not  of  any  appreciable  importance  in  determining  the 
relative  economy  of  paying-off  Debt,  or  of  leaving  an 
equal  sum  undisturbed  in  the  hands  of  the  community. 
It  thus  appears  (1)  that  the  money  invested  in  the 
extinction  of  Debt  is  employed  by  its  new  owners  in  on 
other  way  than  it  would  have  been  if  it  had  remained 
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in  the  pockets  of  the  public ;  (2)  that  the  interval 
during  which  this  wealth  is  being  transferred  from  the 
public  to  the  State-creditors  would  occasion  an  actual 
loss  on  the  operation,  were  it  not  for  our  banking-sys- 
tem ;  (3)  that  though  the  sum  is  collected  (by  taxation) 
from  thousands  of  owners,  some  of  them  comparatively 
poor,  and  is  paid  into  a  few  hands,  comparatively 
wealthy,  this  does  not  affect  the  reproductive  power  of 
the  sum  in  question, — seeing  that  in  this  country  all 
spare  wealth,  whether  held  by  high  or  low,  is  deposited 
in  bank,  and  therefore  is  equally  available  for  the  em- 
ployment of  industry. 

Manifestly,  then,  Mr  Gladstone's  proposition  that  the 
paying-off  of  Debt  is  a  more  economical  process  than 
allowing  the  money  to  "  fructify "  in  the  hands  of  the 
community,  is  a  fallacy,  even  in  its  most  tenable  form 
— namely,  when  the  amount  paid  in  extinction  of  the 
Debt  is  not  paid  to  foreign  creditors,  but  simply  trans- 
ferred from  some  members  of  the  same  community  to 
others. 

Question  affected  by  the  Bate  of  Interest. 

But  another  fact  (antagonistic  to  Mr  Gladstone's  pro- 
position) remains  to  be  noted.  The  peculiarity  of  the 
National  Debt  of  this  country  is,  that  the  rate  of 
interest  payable  on  it  is  lower  than  the  ordinary  rate 
which  prevails  either  in  this  or  in  any  other  country. 
This  fact  of  itself  constitutes  an  important  element  in 
the  question  whether  our  surplus — i.e.,  the  yearly  in- 
crease in  the  produce  of  the  existing  taxes — should  be 
applied  in  extinction  of  the  National  Debt. 
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Our  National  Debt,  like  that  of  other  countries,  repre- 
sents an  amount  of  wealth  -which  belongs  partly  to  our 
own  people  and  partly  to  foreigners.  By  far  the  larger 
portion  of  the  Debt,  almost  the  whole  of  it,  belongs  to 
our  own  people  ;  nevertheless,  as  a  part  of  it  belongs  to 
foreigners,  this  latter  portion  must  be  taken  into  account, 
and  dealt  with  separately :  for  the  question  of  paying  it 
off  involves  other  considerations  than  those  which  relate 
to  the  portion  of  the  Debt  held  by  members  of  our  own 
community. 

First,  then,  as  to  paying-off  National  Debt  which  has 
been  lent  to  our  Government  by,  or  which  now  belongs 
to,  foreigners.  By  paying-off  such  debt,  the  nation  loses 
a  portion  of  the  wealth  which  it  can  use  in  trade  or  in 
other  forms  of  productive  investment;  but,  in  return, 
the  nation  is  released  from  payment  of  the  interest  on 
that  amount  due  to  foreigners.  Hence,  the  financial 
advantage  of  paying-off  such  debt  depends  entirely  upon 
the  rate  of  interest  which  is  payable  on  the  Debt.  If 
that  rate  of  interest  were  higher  than  the  ordinary  rate 
in  this  country — i.e.,  if  it  were  such  as  partially  to  absorb 
the  ordinary  profit  on  the  employment  of  wealth — then, 
unquestionably,  the  sooner  the  capital  sum  is  paid  off 
the  better.  On  the  other  hand,  if  the  rate  of  interest 
payable  on  such  debt  is  less  than  the  current  rate  of 
interest  in  this  country,  then  the  paying-off  of  such  debt 
would  financially  (and  at  present  we  are  considering 
the  question  simply  from  a  financial  point  of  view)  be  a 
loss  to  this  country.  "We  should  part  with  a  portion  of 
the  wealth  at  present  in  our  keeping,  and  which  we  can 
employ  at  a  profit.    Although  we  have  to  pay  interest 
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on  it  to  its  foreign  holders,  so  long  as  tHs  wealth  can 
be  employed  at  a  higher  rate  of  interest  by  ourselves,  it 
is  simply  a  loss  to  return  it  to  its  owners.  This,  then, 
is  the  financial  aspect  of  the  question,  as  regards  paying- 
off  National  Debt  which  has  been  advanced  to  us  by 
individuals  in  other  countries.  It  would  be  simply  to 
send  out  of  the  country  so  much  capital  which  we  can 
employ  at  a  profit. 

Secondly,  as  regards  the  portion  of  the  Debt  which  is 
held  by  our  own  people.  This  is  the  most  important 
part  of  the  question,  since  nearly  the  whole  of  our 
National  Debt  is  held  by  members  of  our  own  com- 
munity. In  this  case,  to  pay  off  debt  is  simply  to 
transfer  the  amount  from  the  general  public,  from  the 
body  of  taxpayers,  to  the  particular  class  who  are  the 
bondholders.  The  wealth  withdrawn  from  the  general 
public  for  this  purpose  is  a  subtraction  from  their  power 
of  production — from  the  wealth  which  they  can  employ 
in  trade  and  industry  of  all  kinds ;  but  at  the  same 
time  it  is  an  equal  addition  to  the  productive  power  of 
the  bondholders,  who  can  employ  it  in  trade  just  as 
well  as  the  general  public  can.  Hence  the  paying-off 
of  such  debt  neither  increases  nor  diminishes  the  pro- 
ductive power  of  the  community.  It  is  simply  a  trans- 
ference of  wealth,  which  can  be  employed  as  profitably 
by  its  new  possessors  as  by  its  old  ones. 

In  this  second  case,  it  matters  little  what  the  rate  of 
interest  on  the  debt  may  be.  For  at  most,  it  involves  a 
transference  of  profit  from  one  part  of  the  same  com- 
munity to  another.  If  the  rate  of  interest  on  the  Debt 
be  ever  so  high,  what  some  classes  lose  another  class 
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gains.  So  that,  in  a  national  point  of  view,  the  result  is 
nil.  At  the  same  time,  the  object  of  sound  legislation 
is  to  insure  to  all  classes  alike  an  equal  profit  on  their 
wealth  or  labour :  and  if  the  annual  charge  on  the  Debt 
be  higher  than  the  ordinary  rate  of  interest,  then  the 
State  should  seek  either  to  diminish  the  rate  of  charge, 
or  to  diminish  the  amount  of  the  Debt.  For  example, 
if  during  a  great  national  emergency  (such  as  the  late 
Civil  War  in  the  United  States),  a  Government  has 
been  obliged  to  borrow  at  an  exceptionally  high  rate 
of  interest,  it  is  the  duty  of  that  Government,  as  soon 
as  ordinary  times  return,  to  reduce  that  annual  charge 
as  fast  as  possible, — either  by  conversion  of  the  whole 
debt  from  a  higher  to  a  lower  rate  of  interest,  or  (if 
that  be  not  practicable)  by  paying-off  as  much  of  the 
debt  as  possible.  For,  even  though  the  debt  is  held 
by  members  of  the  same  community,  so  that  there  is 
no  national  loss  in  the  transaction,  the  general  public 
is  forced  to  pay  to  a  particular  class  a  larger  amount 
of  interest  than  is  payable  on  contemporary  loans, 
or  which  would  be  equitable  if  the  debt  were  to  be 
contracted  anew. 

In  the  case  of  our  National  Debt,  however,  the  an- 
nual charge  is  so  low  that  the  bondholders  derive  no 
gain  at  the  expense  of  the  community  at  large.  If  50 
millions  were  called  up  from  the  general  public,  in  tax- 
ation, in  order  to  pay  off  an  equal  amount  of  our  National 
Debt,  the  taxpayers  would  certainly  lose  by  the  trans- 
action as  much  as  they  gained. 
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The  Question  of  the  Future. 

But  this  does  not  exhaust  the  financial  question : 
there  still  remains  the  element  of  the  future.  Although 
it  is  true  that  it  would  be  no  financial  gain  to  the  public 
to  pay  off  any  portion  of  the  Debt,  simply  with  a  view 
to  the  present,  it  does  not  follow  that  it  would  not  be  a 
gain  to  do  so  as  regards  the  future :  for,  if  no  reduction 
of  the  Debt  be  made,  it  is  possible  that  emergencies 
may  arise  which  will  necessitate  the  contraction  of  fresh 
debt  upon  terms  disadvantageous  to  the  general  body  of 
the  community. 

The  larger  the  debt  of  any  country,  the  less,  cmteris 
paribus,  is  the  State's  credit  or  borrowing-power.  In 
other  words,  the  greater  is  the  State's  difdculty  of  ob- 
taining loans,  and  consequently  the  higher  is  the  rate  of 
interest  which  it  has  to  pay  on  them.*  Now,  the  credit 
or  borrowing-power  of  a  State  is  a  most  important  ele- 
ment of  the  national  ■  strength.  In  times  of  war,  loans 
are  indispensable.  These  are  exceptional  times  of  emer- 
gency when  a  community  must  draw  upon  the  future, 
— must  appropriate  in  advance  a  portion  of  its  future 
gains.  Just  as  a  trader  tides  over  a  temporary  diffi- 
culty by  pledging  a  portion  of  his  future  annual  profits, 
so  it  is  convenient  for  a  State  to  do  likewise  during 
an  exceptional  emergency,  such  as  war.  Hence  it  is 
wise  for  a  State  in  periods  of  peace  to  reduce  the 
amount  of  its  Debt,  in  order  that,  when  further  loans 
become  necessary,  it  may  be  able  to  obtain  them  at 
no  higher  charge  than  before. 

*  See  infra,  pp.  556,  557. 
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Political  Considerations, 

Even  as  a  simple  financial  question,  therefore,  it  is 
advisable  for  States  to  pay  off  Debt,  in  order  that  they 
may  not  have  to  pay  an  increased  charge  upon  further 
loans,  which  may  become  necessary  in  the  future.  But 
politically,  this  consideration  is  far  more  important :  for 
in  times  of  national  emergency,  the  promptitude  with 
which  a  State-loan  can  be  raised  constitutes  as  great 
an  element  of  national  power  as  the  promptitude  with 
which  a  State  can  augment  its  army  or  navy.  In  fact, 
in  many  cases,  the  two  operations  must  go  hand  in 
hand. 

Moreover  there  is  another  point  of  this  kind  to  be 
noticed, — namely,  the  moral  influence  of  a  reduction  of 
the  National  Debt.  In  matters  of  Finance,  moral  in- 
fluence plays  a  most  important  part, — as  any  one  practi- 
cally conversant  with  such  affairs  knows  weU.  The  same 
securities  or  other  kinds  of  property  sell  at  one  time 
for  only  half  the  price  which  they  bring  at  another, 
without  any  alteration  in  their  intrinsic  value,  but 
simply  because  a  spirit  of  hopefulness  and  confidence 
prevails  at  one  season  and  a  spirit  of  despondency  and 
distrust  at  another.  A  country  which  sets  itself  to 
reduce  its  National  Debt  always  has  this  moral  influence 
strongly  on  its  side.  The  general  tendency  of  a  National 
Debt  is  to  increase ;  and  in  truth  it  may  increase  with- 
out (thanks  to  the  increase  of  wealth  and  population  in 
the  country)  in  any  way  becoming  a  proportionately 
greater  burden.  But  when  a  country,  especially  one  so 
progressive  as  ours,  sets  itself  to  reduce  the  amount  of 
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its  Debt,  tlie  moral  effect  produced  is  very  great.  And 
this  moral  effect  is  no  mere  abstract  advantage,  for  the 
gain  may  be  definitely  measured  in  the  solid  form  of 
pounds,  shintugs,  and  pence.  The  more  fully  a  State 
possesses  the  confidence  of  the  public,  the  more  easily 
is  it  able  to  borrow :  and  no  State  can  borrow  on  such 
easy  terms  as  one  which  proves  its  financial  prosperity 
by  reducing  its  Debt,  especially  in  circumstances  from 
which  it  has  so  little  to  gain  as  ours. 

The  Question  as  it  affects  Fiscal  Reforms. 

There  is  yet  one  more  point  to  be  noticed.  In  most 
cases  it  is  better  to  make  a  large  reduction  of  the  Debt 
in  a  given  year  than  to  effect  a  similar  amount  of  reduc- 
tion by  petty  annual  payments  spread  over  a  number  of 
years.  As  a  fiscal  question,  it  is  better  for  the  public 
that  the  extinction  of  Debt  should  be  made  in  the  form 
of  Annuities  which  will  expire  in  a  given  year,  than  by 
devoting  to  the  same  purpose  a  small  sum  annually. 
Tor,  in  the  latter  course,  the  gain  is  too  small  to  allow 
of  any  important  change  being  made  in  the  taxation  of 
the  country ;  whereas,  when  a  large  reduction  of  expen- 
diture can  be  made  at  once,  as  by  the  expiry  of  the 
annual  charge  on  these  annuities,  the  Finance  Minister 
of  the  day  has  so  large  a  surplus  in  hand  that  there  is 
hardly  any  change  in  our  system  of  taxation  too  exten- 
sive for  him  to  grapple  with.  Por  example,  there  can 
be  no  doubt  that  the  Malt-tax  is  opposed  to  principles 
of  economical  science  now  fully  established :  but  then, 
the  tax  produces  so  much — it  forms  so  large  a  portion 
of  the  Eevenue — that  the  very  magnitude  of  this  fiscal 
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injustice  serves  to  perpetuate  it.  It  is  one  of  tlie  advan- 
tages of  the  metliod  of  reducing  the  National  Debt  now 
adopted,  that,  ere  long,  by  suddenly  leaving  a  great  sur- 
plus in  the  hands  of  the  rinance  Minister,  it  wiU  enable 
him  to  effect  reforms  in  our  taxation  of  the  most  im- 
portant kind,  and  which  but  for  this  method  of  proce- 
dure would  be  too  extensive  to  be  undertaken. 


XXVI. 
THE  STATE  AND  THE  EAIL¥ATS 


The  serious  embarrassments  wMch  liave  recently  befal- 
len Eailway  Companies  have  brougbt  into  prominent 
importance  several  great  questions  in  regard  to  Eailway 
Finance.  Some  of  those  questions  relate  to  railway 
management  and  accounts;  others  are  of  a  wider  and  more 
important  character, — their  object  being  to  determine 
the  relations  which  ought  to  be  established  between  the 
State  and  the  Eailways.  In  past  years  the  question  was 
ever  and  anon  raised  as  to  whether  the  State  ought  not 
to  buy  up  the  Eailways  as  a  means  of  increasing  its  rev- 
enues,— as  a  measure  highly  profitable  to  the  State :  and 
the  chief  difficulty  which  presented  itself  was  the  probable 
reluctance  of  the  Eailways  to  submit  to  any  such  inter- 
ference. But  now  the  question  has  somewhat  changed 
its  complexion,  and  the  interference  of  the  State  has 
been  demanded  chiefly  in  the  interests  of  the  Eailway 
Companies  themselves, — as  a  means,  in  fact,  of  releasing 
some  of  them  from  their  present  embarrassments. 
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We  shall  commence  our  remarks  on  Eailway  Finance 
by  considering  the  relations  which  ought  to  be,  or  might 
be  advantageously,  established  between  the  Eailways  of 
this  country  and  the  Government. 

Eegret  has  frequently  been  expressed  of  late  years 
that,  at  the  outset  of  raihvay  enterprise,  our  Government 
did  not  take  into  its  own  hands  the  construction  of  rail- 
ways,— or  at  least  that  it  did  not  stipulate,  in  return  for 
facilitating  the  construction  of  railways,  that  these  works 
should,  after  the  lapse  of  a  certain  period,  become  the 
property  of  the  State.  The  question  of  proceeding  in 
this  manner  was  considered  by  Sir  Eobert  Peel  in  1844; 
but  he  decided  not  to  adopt  it.  Let  us  consider  this 
decision.  Obviously  there  are  many  objections  to  a 
Government  like  ours,  or  indeed  any  Government,  be- 
coming the  sole  agent  for  the  management. of  so  vast  a 
railway-system :  objections  founded  alike  upon  the  in- 
expediency of  placing  so  vast  an  amount  of  patronage 
in  the  hands  of  the  Executive,  and  also  upon  the  fact 
that  it  is  exceedingly  doubtful  if  the  State  would 
manage  the  railways  as  successfully  as  the  present 
Boards  of  Directors,  who  have  a  personal  interest  in 
working  the  lines  economically  and  efficiently.  Passing 
over  these  objections  for  the  present,  let  us  consider  the 
question  simply  on  financial  grounds. 

In  the  first  place,  upon  what  grounds  could  our  Gov- 
ernment have  exacted  such  terms  from  the  railway 
companies?  Upon  what  grounds  could  the  Govern- 
ment have  claimed  that  the  railways  about  to  be  con,- 
-structed  should,  after  the  lapse  of  99  years,  or  any  other 
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period,  become  tlie  property  of  the  State  ?  In  France, 
the  Government  paid  large  "  subventions  "  to  the  rail- 
way, companies ;  but  no  Government  aid  of  any  kind 
was  given  to  the  railways  of  this  country,  which  have 
been  constructed  entirely  by  private  enterprise.  Or 
take  the  case  of  India.  There,  the  land  belongs  to  the 
Government, — so  that,  in  lending  it  to  a  railway  com- 
pany, the  State  might  justly  exact  some  return:  in 
truth  the  accumulated  rent  of  the  land,  principal  and 
interest,  would  at  the  end  of  99  years  amount  to  an 
enormous  sum.  Nevertheless  the  Indian  Government 
makes  no  claim  for  the  ultimate  possession  of  the  rail- 
ways :  and  in  England  such  a  claim  would  have  been 
simply  preposterous.  In  England  the  State  has  no 
property  of  its  own  to  give ;  and  the  companies  have 
to  purchase  the  land  which  they  rec[uire  from  private 
individuals.  In  short,  in  this  country  the  State  can 
make  no  claim  at  all,  whether  immediate  or  prospec- 
tive, upon  the  property  of  the  railways, — seeing  that  it 
gave  nothing  to  the  companies,  whether  in  money  or 
in  land. 

Mr  Laing  maintains  (without  giving  any  grounds 
for  his  opinion)  that  the  State  ought  either  to  have 
stipulated  that  the  lines  should,  after  a  certain  period, 
become  the  property  of  the  State  :  or  else  that  we 
"  ought  to  have  gone  on  the  American  plan  of  total  free- 
trade  in  railways : " — which  means,  we  presume,  that 
any  company  ought  to  have  been  allowed  to  construct 
a  railway  in  any  locality  without  requiring  to  obtain  the 
consent  of  Parliament.  To  both  of  those  opinions  we 
demur.     The  adoption  of  the  first  of  Mr  Laing's  alter- 
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native  proposals  would  (as  above  shown)  have  "been  an 
act  of  gross  injustice  on  the  part  of  the  State ;  the  effect 
of  which  would  have  been  most  seriously  to  impede  the 
construction  of  railways  in  this  country.  Nor  would 
the  second  course  have  been  of  any  use  to  the  companies., 
especially  at  the  outset  of  railway  enterprise. 

For  in  truth,  what  does  this  consent  of  Parliament 
amount  to  ?  The  main  object  of  a  Eailway  Act  is  to 
obtain  compulsory  powers  to  purchase  the  land  neces- 
sary for  the  construction  of  the  railway.  In  a  thinly- 
peopled  country  like  America,  where  railways  often 
traverse  unoccupied  districts,  and  where  they  are  as 
much  the  pioneers  of  civilisation  as  "its  followers, 
there  has  hitherto  been  no  difficulty  in  obtaining  land 
for  a  railway, — a  large  portion  of  the  land,  in  fact,  being 
unoccupied  ground  belonging  to  the  State.  But  in  this 
country  the  case  is  quite  different.  Every  inch  of  the 
soil  is  fully  occupied ;  and  every  foot  of  it  belongs  to 
private  individuals,  all  of  them  jealous  above  measure 
of  any  infraction  of  their  rights.  Hence,  if  the  "  free- 
system  "  had  been  adopted  in  this  country,  it  is  a  mat- 
ter of  fact  and  of  history,  rather  than  a  mere  opinion, 
that,  at  the  outset,  hardly  any  railways  could  have 
been  constructed  at  all.  EaUway  Acts,  in  truth,  instead 
of  being  hindrances,  as  Mr  Laing  seems  to  regard  them, 
were  indispensable  to  enable  the  companies  to  obtain 
by  purchase  the  lands  which  they  required.  These  Acts 
were,  every  one  of  them,  interferences  with  the  right  of 
private  property :  that  was  and  is  their  prime  object. 
And  the  power  which  Parliament  reserves  to  itself  of 
saying  whether  or  not  any  particular  line  shall  be  con^- 
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strubted  amounts  simply  to  this :  that  Parliament  de- 
clines to  use  its  dictatorial  power  of  compelling  owners 
of  land  to  sell  their  property  unless  there  is  a  good  caise 
made  out  in  the  interests  of  the  public  for  Parliament 
to  employ  this  exceptional  power. 

Nevertheless  it  may  be  argued  that  since  the  State,  in 
the  interests  of  the  public,  gives  a  compulsory  power  of 
purchase  to  railway  companies,  to  enable  them  to  get 
possession  of  the  land  which  they  require,  the  State,  on 
the  same  ground  of  public  interest,  may  require  from 
those  companies  an  ultimate  cession  of  the  land  so  ac- 
quired, and  also  of  the  permanent  works  which  may  be 
erected  upon  it.  Obviously,  this  is  a  very  heavy  price  to 
exact  for  the  mere  power  conferred  upon  the  companies 
to  purchase  the  land  which  they  require  at  its  full  value. 
■Mr  Crawford,  it  is  true,  maintains  that  the  burden  so 
imposed  upon  railway  companies  would  be  little  felt  by 
them.  He  says  that  if  a  railway  company  were  to  es- 
tablish a  sinking-fund  by  which  20d.  for  every  £100  of 
•their  capital  (or  something  less  than  £1  in  every  £1000) 
•would  be  set  apart  every  half-year,  and  invested  at  3 
per  cent,  the  produce  of  this  sinking-fund  would  at  the 
end  of  99  years  be  sufi&cient  to  replace  the  entire  capital 
of  the  company :  so  that,  while  then  handing  over  their 
railway  to  the  State,  the  shareholders,  by  dividing 
among  them  the  produce  of  the  sinking-fund,  would 
simultaneously  acquire  the  fuU  value  of  their  property 
in  another  form.  Thus,  by  being  spread  over  so  many 
years — three  generations — the  burden  would  be  little 
■felt.  This  sounds  plausible  enough:  but  it  cannot 
alter  .the  hard  financial  facts.    A  99  years'  lease  of  a 
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property  certainly  will  not  sell  for  as  much  as  the  free- 
hold of  that  property.  Indeed  it  is  obvious  that  any 
gaiu  which  is  worth  the  State's  getting,  is  worth  a 
Company's  keeping.  Hence,  apart  from  the  fact  that 
all  such  long-dated  arrangements  are  cumbrous  and 
uninviting,  there  can  be  no  question  that,  with  such 
a  prospective  burden  upon  their  profits,  railway  com- 
panies would  not  have  been  so  readily  established.  In 
consequence,  the  development  of  railway-communication 
in  this  country  would  have  been  sensibly  retarded. 

Now,  this  would  have  been  a  negative  loss  to  the 
country  of  a  very  serious  kind.  As  railways  are  a 
most  potent  means  of  facilitating  and'  cheapening  pro-' 
duction  of  all  kiads,  the  slower  progress  of  our  railway- 
system  would  have  been  accompanied  by  a  slower  deve- 
lopment of  our  trade  and  productive  industry:  and  this 
would  have  been  a  loss  to  the  community,  and  like- 
wise to  the  State,  which  we  believe  would  have  much 
more  than  counterbalanced  the  gain  to  the  State  in 
obtaining  possession  of  the  railways  at  the  end  of 
99  years.  And  so  Sir  Eobert  Peel  obviously  thought. 
To  facilitate  production,  and  with  it  the  emplojonent  of 
the  people,  was  the  main  object  of  the  Peel  policy :  and 
to  retard  the  construction  of  railways  by  imposing  hard 
terms  on  the  companies  would  have  been  a  fatal  mis- 
take. The  small  annual  loss  or  lock-tip  of  profits,  on 
the  part  of  the  companies,  would  indeed  return  to  the 
companies  in  the  third  generation;  but  that  would 
have  been  no  consolation  to  the  original  shareholders, 
the  persons  by  whose  capital  the  lines  were  to  be  con- 
structed.   For  my  own  part,  I  regard  it. as  certain  that 
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the  slower  progress  of  our  railway-system  under  such 
an  arrangement  would  have  retarded  the  progress  of 
trade  and  production  to  an  extent  that  would  have 
more  than  counterbalanced  the  proposed  gain  to  the 
State  at  the  end  of  99  years.  And  this,  altogether  apart 
from  the  question  whether,  when  the  railways  did  at 
last  come  into  the  hands  of  the  State,  they  would  be 
as  well  managed  as  if  they  were  to  continue  in  the 
hands  of  private  companies  directly  interested  in  their 
economical  management. 

It  is  of  little  use,  however,  to  discuss  what  might 
have  been  done  in  1844.  The  point  is,  what  is  it  ad- 
visable to  do  now  ?  Unquestionably,  if  any  change  is 
to  be  made,  now  is  the  time  for  it.  If  the  State  desires 
to  intervene  in  Eailway  matters,  it  can  do  so  at  present 
upon  better  terms  for  itself,  and  with  less  opposition 
from  the  railway  companies,  than  are  likely  to  recur. 

The  pressing  want  of  the  railway  companies  at  pre- 
sent arises  from  the  dif&culty  which  they  experience  in 
meeting  the  payment  of  their  debentures ;  and  this  diffi- 
culty necessarily  occasions  a  depression  in  the  value  of 
Eailway  property  as  a  whole :  that  is  to  say,  railway- 
shares  no  longer  bring  their  usual  price  in  the  market. 
This,  of  course,  gives-  an  opportunity  to  the  State  to 
acquire  possession  of  the  railways  on  exceptionally 
favourable  terms.  Hence  it  has  been  proposed  that  the 
Government,  while  intervening  to  relieve  the  companies 
of  the  difficulty  in  connection  with  their  debenture 
debts,  should  do  so  in  such  a  way  as  to  obtain  ultimate 
possession  of  -tiie  railways  themselves.     This  is  the 
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twofold  object  which  Mr  Crawford  has  in  view,  in  Ms 
proposals.  Let  us  examine  each  branch  of  this  object 
in  succession.  We  shall  state  the  matter  as  briefly  and 
clearly  as  is  possible. 

Mr  Crawford's  Plan. 

1.  Mr  Crawford  proposes  that  the  Government  should 
take  upon  itself  the  whole  debts  of  the  railway  com- 
panies, or  of  such  of  them  as  desire  this  assistance. 
The  State  is  to  withdraw  the  existing  railway-deben- 
tures, and  issue  to  the  holders  of  them  Government 
bonds  for  an  equal  amount,  bearing  interest  for  50 
years, — at  the  expiry  of  which  period  those  bonds  are 
to  be  paid  oflf  by  the  State.  In  return,  the  companies 
are  to  pay  to  the  Government,  as  a  first  charge  on  their 
net  profits,  and  by  weekly  or  monthly  instalments,  the 
amount  of  the  interest  due  upon  those  Government 
bonds,  plus  1  per  cent  as  a  commission  or  profit  on  the 
transaction  to  the  Government.  For  example,  sup- 
pose that  the  present  creditors  of  railway  companies 
wiU.  accept  State-bonds  bearing  3|  per  cent  interest,  in 
Keu  of  railway-bonds  (debentures)  bearing  4|  per  cent 
interest:  then  the  companies,  in  paying  1  per  cent 
more  to  the  State  than  the  actual  amount  of  interest 
which  the  State  has  to  pay  on  its  bonds,  would  pay  no 
more  than  they  would  have  to  do  if  they  issued  bonds 
of  their  own,  as  at  present.  And  even  if  those  State- 
bonds — EaUway  Consols,  in  fact — would  not  float  under 
4  per  cent,  it  is  reasonable  to  hold  that  companies' 
bonds  would  not  float  under  5  per  cent.  So  that,  thus 
far,  the  companies  which  found  it  necessary  to  avaO. 
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themselves  of  this  arrangement  would  be  relieved  of 
their  present  difficulty  at  no  loss  to  themselves. 

But  what  gain  would  it  be  to  the  State  ?  In  order 
to  appreciate  this  part  of  the  proposed  plan,  we  must 
look  forward  to  the  end  of  the  half-century  over  which 
those  operations  are  to  extend,  and  see  what  would 
then  take  place.  During  each  year  of  the  period,  the 
State  would  receive  from  the  railway  companies  1  per 
cent  more  than  it  paid  out  to  the  holders  of  the  deben- 
tures. And  this  1  per  cent,  if  invested  in  Consols,  at 
the  end  of  fifty  years  would,  at  compound  interest, 
amount  to  the  capital  sum  of  those  debentures.  The 
State,  it  is  true,  would  not  make  a  net  gain  of  1 
per  cent  on  this  operation : ,  for  the  salaries  of  the  new 
Government  Auditors,  and  also  of  the  new  Office  for 
the  issue  and  supervision  of  the  Government  railway- 
bonds,  would  have  to  be  deducted :  but,  for  simplicity 
of  statement,  let  us  put  this  out  of  account.  Let  us  also 
suppose  that  this  plan  were  regarded  as  so  favourable 
that  all  the  present  railway  companies  took  advantage 
of  it, — in  other  words,  that  the  whole  amount  of  exist- 
ing railway -debentures,  amounting  to  fully  100  mil- 
lions, were  thus  transmuted  into  a  Government  debt : 
then,  at  the  end  of  the  half-century,  the  State  would 
have  become  possessed  of  an  amount  of  Consols  equal 
in  value  to  at  least  100  millions  sterling. 

What  is  the  best  use  which  the  State  could  make  of 
this  possession  ?  The  first  idea  which  suggests  itself  is, 
that  the  State  should  simply  cancel  these  100  millions 
of  Consols,  and  thereby  reduce  the  National  Debt  to  an 
equal  amount.    But  this  course  is  not  included  in  Mr 
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Crawford's  plan, — by  which  the  State,  while  taking  the 
whole  debenture-debt  of  railways  on  its  own  shoulders, 
engages  to  pay  off  the  capital  sum  at  the  end  of  fifty 
years.  The  100  millions  sterling,  therefore,  must  be 
paid  away  to  the  debenture-holders.  This  the  State 
would  do,  either  by  paying  the  debenture -holders  in 
Consols  (if  they  would  accept  payment  in  that  form), 
or  by  gradually  selling  off  Consols  to  that  amount  in 
the  market,  and  paying  off  the  debenture-holders  with 
the  proceeds.  Thereby  the  State  would  take  the  place 
of  those  debenture -holders,  and  thenceforth  would  rank 
as  first  creditor  against  the  railway  companies  for  (say) 
4|  per  cent  interest  on  that  amount, — i.  e.,  4|-  millions 
sterling  a-year.  As  we  do  not  doubt  that  the  railway 
companies  would  always  be  able  to  meet  this  annual 
payment  to  the  State,  the  result  would  be  that  at  the 
end  of  these  fifty  years  the  State  would  have  £4,500,000 
a-year  at  its  free  disposal, — to  devote  either  to  the  reduc- 
tion of  the  taxation  of  the  country,  or  to  the  reduction  of 
the  National  Debt. 

II.  But  Mr  Crawford  proposes  that  the  State  should 
make  a  different  use  of  the  annual  wealth  so  acquired. 
He  proposes  that  the  State  should  convert  this  annual 
gain  of  4|-  millions  (acquired  at  the  end  of  fifty  years) 
into  a  fund  for  the  purchase  of  the  railways.  And  in 
order  to  facilitate  such  a  procedure,  Mr  Crawford  pro- 
poses that  all  the  railway  companies  which  apply  to  the 
State  to  relieve  them  of  their  debenture-debt  (on  the 
above-mentioned  terms)  should  agree  to  give  the  State 
possession  of  all  the  land  occupied  by  or  belonging  to 
these  railway  companies  gratis  at  the  end  of  ninety- 
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nine  years.  Accordingly,  while  at  the  end  of  fifty  years 
the  State  would  hold  in  its  own  hands  the  whole  pre- 
sent debenture-debt  of  the  railway  companies,  deriv- 
ing therefrom  a  revenue  of  4  or  5  millions  a-year ;  at 
the  end  of  other  fifty  years,  or  a  century  from  the  present 
time,  the  State  would  also  become  possessed  of  all  the 
land  occupied  by  the  railways, — from  which,  of  course, 
it  would  thereafter  derive  an  annual  rent  of  a  very 
considerable  amount.  Moreover  (as  the  final  object  of 
all  these  transactions  is  to  get  the  railways  wholly  into 
the  possession  of  the  State)  Mr  Crawford  proposes  that 
all  the  companies  who  avail  themselves  of  this  State- 
aid  should  likewise  consent  that  the  State  should  have 
the  right  to  purchase  the  lines,  at  any  time  after  the 
first  half-centiiry,  at  a  valuation  of  the  profits  for  the 
two  years  immediately  preceding.  And  no  doubt,  what 
with  the  4  or  5  millions  of  annual  payments  from  the 
railways  upon  their  debenture-debt  (then  wholly  in  the 
hands  of  the  State),  and  also  with  the  sum  annually 
received  as  rent  from  the  companies  for  the  land  which 
they  occupy,  the  State  would  (ex  hypotliesi)  have  a  sur- 
plus fund  in  hand  equal  to  the  gradual  purchase  of  most 
of  the  existing  lines.  In  this  way,  if  all  things  went 
smoothly,  the  State  might  at  the  end  of  a  century 
become  possessed  of  all  the  existing  railways,  amounting 
in  value  to  400  millions  ;  thereafter  obtaining  from  the 
working  of  them  a  revenue  of  (say)  5  per  cent,  or  25 
millions  a-year :  to  be  applied  in  any  way  it  pleased, — 
in  reduction  either  of  railway-fares,  or  of  the  national 
taxation,  or  in  the  gradual  extinction  of  the  National 
D.ebt. 
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Now,  let  US  consider  this  scheme  fer  se :  i.  e.,  irre- 
spective of  other  modes  which  may  be  suggested  for 
accomplishing  the  same  object. 

First,  as  regards  the  Railways.  Consider  the  onerous 
nature  of  the  terms  to  be  imposed.  The  State  is  to 
demand  (1)  one  per  cent  of  profit  on  the  transaction ; 

(2)  the  cession  of  the  land  belonging  to  the  companies  ; 

(3)  the  right  to  buy  the  lines  at  a  price  regulated  by 
their  average  profits  (at  how  many  years'  purchase  Mr 
Crawford  does  not  say)  for  any  two  previous  years, — 
a  right  which  naturally  would  be  exercised  at  a  time 
when  the  profits  of  the  companies  happened  to  be  at 
the  lowest.  It  can  hardly  be  doubted  that  the  accept- 
ance of  these  terms  by  a  railway  company  of  ordinarily 
good  position  would  diminish  the  value  or  market-price 
of  its  shares.  No  company,  in  fact,  would  avail  itself  of 
this  proposed  arrangement  unless  it  were  in  difficulties. 
A  railway  company  of  ordinary  repute  could  certainly 
float  its  debentures  (especially  if  these  bonds  were  for 
short  periods,  as  at  present)  at  one  per  cent  above  the 
rate  of  interest  which  the  State  could  offer ;  and  there- 
fore it  would  not  submit  to  the  ulterior  conditions  of 
ceding  its  land  gratis  to  Ihe  State,  and  of  giving  to  the 
State  a  compulsory  power  of  purchasing  the  line  upon 
terms  the  least  favourable  to  the  company.  Accord- 
ingly the  probable  result  of  Mr  Crawford's  plan  is  such 
as  would  faD.  to  realise  the  expectations  upon  which  the 
plan  is  advanced.  The  scheme  would  be  accepted  only 
by  bad  or  temporarily  embarrassed  lines.  And  to  get 
possession  merely  of  such  lines  would  be  no  adequate 
compensation  for  the  State's  engaging  in  this  transac- 
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tion, — wliich,  as  we  shall  next  show,  would  be  a  much 
more  onerous  affair  than  Mr  Crawford  imagines. 

Secondly,  as  regards  the  State.  To  put  the  case  in 
the  most  favourable  form,  let  us  suppose  that  every 
railway  company  in  the  kingdom  is  willing  to  adopt  this 
proposed  arrangement.  What  would  be  the  gain  to  the 
State  ?  We  grant  at  once  that  there  is  no  risk  of  any 
line  being  unable  to  pay  to  the  State  the  stipulated  rate 
of  interest  (whatever  that  might  be)  on  its  debentures. 
We  cannot  conceive  any  line  being  so  unprofitable  as 
not  to  be  able  to  pay  interest  on  its  debentures :  the 
only  difficulty  in  the  case  of  any  company  has  been  to 
pay  off  these  bonds,— which  is  quite  another  affair. 
Therefore,  we  repeat,  the  risk  which  the  State  would 
encounter  under  such  a  scheme,  in  undertaking  to  pay 
interest  on  the  railway -debentures,  is  practically  nil. 
The  second  point  to  be  noted  is,  that  the  State  would 
not  make  a  net  profit  of  1  per  cent  on  these  operations, 
seeing  that  the  salaries  of  the  new  staff  of  Government 
officials  requisite  to  carry  out  this  arrangement  would 
constitute  a  deduction  from  the  gross  profit  of  1  per 
cent.  The  third  point  is,  that  these  State-secured  rail- 
way-bonds (Railway  Consols,  in  fact)  would  enter  into 
competition  with  the  Punds  as  a  mode  of  investment. 

This  is  a  most  important  point.  In  fact,  the  whole 
plan  rests  on  the  supposition  that  the  public  would  pre- 
fer State-bonds  for  .3^  or  4  per  cent  interest  to  railway- 
bonds  for  4J  or  5  per  cent.  As  we  have  said,  these 
State-secured  railway-bonds  would  in  fact  be  Consols, 
— with  the  speciality  that  a  railway  would  be  pledged 
as  security  for  them,  and  also  that  the  State  binds  itself 
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to  pay  off  these  bonds  at  par  at  a  certain  datfe.  Hence 
they  would  be  quite  as  good  as  Consols ;  so  that  the 
tendency  of  the  scheme  would  be  to  depreciate  the  price 
of  the  Funds.  For,  be  it  noted,  it  is  only  a  certain  class 
of  people  who  are  willing  to  invest  at  3  per  cent.  Al- 
though there  is  capital  enough  in  the  country  to  take 
up  the  whole  amount  of  these  new  EaUway  Consols-,  it  is 
not  certain  whether  there  would  be  enotigh  of  that  hind 
of  capital  to  do  so.  A  large  class  of  capitalists  will  not 
consent  to  invest  at  3  J  or  4  per  cent,  seeing  that  they 
can  get  10  per  cent  or  more  by  investing  their  money 
in  business.  It  is  only  reserve-wealth  of  non-traders 
that  is  invested  in  Consols, — and  this  amount  of  capital, 
although  doubtless  very  large,  is  limited :  and  if  ever 
that  limit  be  reached  (as  has  previously  happened  in 
our  history),  even  the  State  itself  must  offer  a  high 
rate  of  interest  for  its  loans. 

But  suppose  that  the  reserve-wealth  of  the  non- 
trading  (or  simply  investing)  portion  of  the  community 
be  sufficient  to  take  up  the  120  millions  of  railway- 
debentures  at  a  low  rate  of  interest — say  3  J  per  cent — 
without  depressing  the  price  of  the  Funds.  This  would 
suffice  for  ordinary  times.  But,  under  an  arrangement 
which  is  to  spread  over  half-a-century  at  least,  excep- 
tional times  must  also  be  taken  into  account.  Suppose, 
for  example,  that  this  country  is  involved  in  a  great 
war.  Then  the  Government  must  borrow  largely — it 
may  be  for  many  years  in  succession.  In  this  case  it 
could  not  get  the  required  loans  at  3  per  cent,  or  at 
anything  like  these  terms.  The  amount  of  capital 
already  invested  in  the  Funds,  with  the  new  amount 
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invested  in  Eailway  Consols,  would  be  quite  equal  to 
the  total  amount  of  that  hind  of  reserve-wealth  which 
it  is  possible  for  the  State  to  borrow  at  a  low  rate  of 
interest.  Hence  for  its  new  loans  the  State  would  have 
to  pay  high  rates  (all  the  higher  owing  to  the  existence 
of  these  Eailway  Consols) — not  owing  to  any  diminution 
of  its  credit,  but  simply  in  consequence  of  the  reservoir 
of  capital  from  which  such  loans  usually  come  {i.e.,  from 
the  non-trading  community)  being  exhausted.  Once 
that  point  is  reached,  we  repeat,  the  Government  must 
always  pay  dear  for  its  loans.  Instead  of  3^  per  cent 
(the  ordinary  interest  in  the  Funds),  the  Government 
may  have  to  pay  twice  as  much, — possibly  6  or  6^  per 
cent.* 

As  regards  merely  fluctuations  in  the  value  of  money 
on  loan,  Mr  Crawford's  plan,  it  is  true,  presents  no  difS.^ 
culty :  for  if  it  were  impossible  for  the  Government  to 
borrow  money  at  5  per  cent,  it  would  be  equally  im- 
possible for  railway  companies  to  get  loans  at  6  per 
cent.  Hence  the  Government  could  always  fairly  claim 
from  the  companies  which  acceded  to  this  arrangement, 
the   1  per  cent  of  profit  or  commission  for  securing 

*  This  would  be  equivalent  to  a  fall  in  Consols  to  50  !  The  rate  of 
interest  would  remain  nominally  the  same  as  at  present — i.  e.,  3  per 
cent, — but  each  subscriber  to  the  loan  would  be  credited  with  £200  of 
Consols  for  every  £100  subscribed.  It  would  be  better,  in  such  a 
case,  to  create  a  new  Stock,  bearing  6  per  cent  interest.  The  amount 
of  interest  payable  on  the  National  Debt  would  be  the  same  in  either 
case ;  but  if  the  latter  course  were  adopted,  it  would  be  much  more 
easy,  when  peace  returned,  to  pay  off  the  debt  so  contracted.  By  pay- 
ing £1000  we  could  extinguish  an  equal  amount  of  Consols,  on  which 
we  have  to  pay  6  per  cent  (£60,000)  ;  but  it  would  require  £2000  to 
extinguish  an  equal  amoimt  of  interest  payable  on  debt  contracted  .the 
other  way. 
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their  debentures  by  a  State-guarantee.  But  there  would 
be  no  security  at  all  against  the  rate  of  interest  in  these 
Eailway  Consols,  and  also  upon  the  Funds,  rising  to  a 
very  high  point,  owing  to  the  portion  of  the  wealth  of 
the  country  from  which  these  cheap  loans  to  the  State 
are  drawn  becoming  exhausted. 

Accordingly  two  important  deductions  are  justified  by 
these  considerations.  First,  as  regards  the  companies. 
Since  these  proposed  Eailway  Consols  are  only  to  be 
repayable  at  the  end  of  half-a-century,  the  public,  in 
subscribing  the  required  amount,  will  take  into  account 
the  exceptional  periods  when  the  value  of  loanable  capi- 
tal rises  to  a  very  high  point,  and  will  make  their  terms 
with  the  State  accordingly.  Secondly,  as  regards  the 
State.  If  it  were  certain  that  the  State  would  never 
require  to  borrow  beyond  the  limits  of  the  amount  of 
reserve-wealth  which  the  public  is  willing  to  invest  in 
the  Funds  at  the  present  rate  of  interest  on  these  securi- 
ties, all  would  be  well.  But  it  is  to  be  feared  that  the 
addition  of  120  millions  to  this  kind  of  investment  (by 
the  creation  of  Bailway  Consols  to  that  amount)  would 
trench  upon  the  future  power  of  the  Government  to  raise 
new  loans  at  the  present  rate  of  interest  payable  on  the 
Funds.  So  that,  if  the  Government,  in  consequence  of 
a  great  war,  required  to  increase  the  National  Debt  to 
a  considerable  amount,  the  existence  of  those  Eailway 
Consols  would  constitute  a  necessity  on  the  part  of  the 
State  to  offer  a  higher  rate  of  interest  on  the  new  debt 
to  be  contracted  than  would  otherwise  be  requisite. 
Hence,  if  the  Government  were  to  adopt  Mr  Crawford's 
plan,  for  the  sake  of  obtaining  possession  of  the  rail- 
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ways  a  century  hence,  it  might  in  the  interval  have  to 
incur  increased  costs  in  connection  with  the  National 
Debt,  which  would  neutralise  the  contemplated  gain, — 
even  supposing  that  that  gain  were  as  real  as  Mr  Craw- 
ford imagines. 

In  fine,  we  believe  that  the  obstacles  to  the  realisa- 
tion of  Mr  Crawford's  plan  are  insuperable,  Under  a 
system  of  government  like  ours,  it  is  almost,  we  believe 
wholly,  impracticable  to  establish  a  fixed  policy  which, 
in  order  to  accomplish  its  object,  must  be  maintained 
intact  for  a  hundred  years.  The  case  of  India,  in  this 
respect,  furnishes  no  parallel.  Apart  from  the  vast  differ- 
ence in  the  relations  between  the  railways  and  the  State 
which  exists  in,  the  two  countries,  it  is  to  be  remem- 
bered that  the  Indian  Government  can  pursue  any,  given 
policy  with  a  fixity  that  is  quite  impossible  here.  In 
India  there  is  virtually  no  public.  The  Government  de- 
termines everything  according  to  its  own  will.  Whereas 
in  this  country,  the  Executive  can  do  nothing  without 
the'&ssent  of  the  National  Eepresentatives  —  a  body 
which  fluctuates  from  year  to  year,  not  only  in  its 
members,  but  still  more  in  its  opinions. 

Other  Plans. 

Taking  all  these  matters  into  consideration — paying 
regard  alike  to  the  probable  refusal  of  the  best  rail- 
ways to  accede  to  the  proposed  terms,  as  well  as  to  the 
difficulties  on  the  part  of  the  Government  to  undertake 
such  a  responsibility,  and  to  carry  out  a  series  of  ope- 
rations extending  over  a  century, — we  believe  that  Mr 
Crawford's  plan  is  actually  less  feasible  than  one  which 
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should  propose  the  immediate  and  direct  purchase  of  the 
railways,  or  at  least  the  trunk-lines,  by  the  Government. 
If  such  a  plan  were  adopted,  it  would  be  impossible, 
of  course,  for  the  Government  to  make  the  purchase  by 
a  single  payment  of  vast  amount.  But  such  a  course 
would  not  be  necessary.  It  would  not  be  necessary  to 
pay  the  capitalised  value  of  the  railways.  As  Govern- 
ment bonds  would  be  quite  as  realisable  as  railway- 
shares,  the  Government  might  purchase  the  railways 
simply  by  agreeing  to  pay  to  the  shareholders  in  per- 
petiio  an  annual  dividend  fully  equal  to  the  present 
amount  of  their  profits ;  and  it  would  have  to  trust  to 
obtain  an  equal  sum  from  the  revenue  of  the  lines.  As 
regards  some  of  the  great  lines — the  London,  Chatham, 
and  Dover,  Great  Eastern,  &c., — ^we  believe  such  a  trans- 
action could  be  made  now  on  good  terms ;  though  even 
in  these  cases  the  shareholders  would  ask  for  more  than 
they  are  now  getting.  On  good  lines,  again,  like  the  Great 
Northern,  the  company  could  fairly  claim  a  much  higher 
rate  of  dividend  than  at  present.  The  consequence  would 
be  that,  at  the  outset  at  least,  the  Government  would 
either  have  to  increase  the  National  Debt,  or  raise  the 
amount  of  the  taxation.  The  -country  would  not  stand 
the  latter  course;  nor,  indeed,  would  they  stand  the  for- 
mer either.  They  would  not  think  the  game  worth  the 
candle.  The  Government  could  hardly  manage  a  line 
better,  more  efficiently  and  economically,  than  a  Board 
of  Directors,  directly  interested  in  the  profits  of  the  line. 
Nor  would  the  public  desire  that  the  political  influence 
of  the  Government  should  be  strengthened  by  so  great 
an  addition  of  patronage  thus  placed  at  its  disposal. 

2  N 
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General  Objections. 

Moreover,  in  no  case  is  it  possible  to  conceive  that  the 
State  would  desire  to  obtain  possession  of  all  the  rail- 
ways in  the  country.  Whatever  arguments  may  be  ad- 
vanced in  support  of  the  purchase  of  railways  by  the 
State,  these  arguments  (whatever  be  their  worth)  can 
only  apply  to  the  purchase  of  the  great  trunk-lines  of  the 
country.  It  would  not  be  an  easy  matter  to  dissociate 
those  trunk-lines  from  the  branch-lines  in  the  hands 
of  the  same  companies.  At  all  events,  if  the  State,  in 
dealing  with  the  companies,  is  to  be  allowed  to  pick 
and  choose — in  other  words,  to  take  from  the  companies 
simply  those  parts  of  their  property  which  it  best  suits 
the  State  to  acquire, — ^it  is  needless  to  say  that  the  State 
would  have  to  pay  a  much  higher  price  for  those  selected 
lines  than  if  it  were  to  purchase  the  entire  property  of 
any  great  railway  company.  The  company  would  be 
totally  disorganised;  and  in  many  cases  the  share- 
holders would  doubtless  refuse  point-blank  to  work  the 
mere  fragments  of  their  property  so  left  to  them.  In 
,truth,  then,  the  State  would  have  to  buy  the  whole  pro- 
perty of  a  company,  and  thereafter  endeavour,  as  it  best 
could,  to  re-sell  those  branch-lines  the  working  of  which 
it  did  not  choose  to  undertake. 

But,  it  may  be  said,  after  obtaining  possession  of  the 
lines,  the  Government  might  lease  some  of  them.  Well, 
but  what  profit  would  there  be  in  that  ?  If  the  State 
acquired  the  lines  at  their  fair  value,  it  could  gain  no- 
thing by  merely  leasing  a  line  to  a  new  company.  The 
rent  or  revenue  which  it  received  would  only  equal  the 
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interest  on  the  money  which  it  has  paid  for  the  line, — 
i.e.,  the  dividend  which  it  has  engaged  to  pay  in  ^erpetuo 
to  the  previous  owners  of  the  line. 

An  important  objection  of  a  different  kind  still  remains 
to  be  considered.  Apart  from  the  formidable  difficulties 
in  the  way  of  the  State  obtaining  possession  of  the  rail- 
ways, and  apart  also  from  the  doubt  as  to  whether  the 
State  could  work  the  railways  as  efficiently  as  the  pre- 
sent companies,  there  remains  in  reserve  the  important 
fact  that  if  the  State  were  to  purchase  any  or  all  of  the 
existing  lines,  it  would  thereafter  have  a  direct  interest 
in  preventing  the  construction  of  new  lines  which  might 
in  any  degree  enter  into  traffic-competition  with  the 
existing  lines,  and  thereby  tend  to  diminish  the  profits 
on  those  lines, — which  profits  would  be  needed  to  enable 
the  State  to  work  the  lines  without  drawing  upon  the 
public  purse.  If  the  State  were  thus  to  impede  the 
construction  of  new  lines,  the  result  would  be  most  in- 
jurious to  the  development  of  the  national  industry.  In 
fact  every  year  of  delay  thus  occasioned  in  the  construc- 
tion of  new  lines  by  the  obstructive  policy  of  the  State 
would  constitute  a  serious  negative  loss  to  the  country, 
— it  would  obstruct  the  increase  alike  of  industry,  of 
wealth,  and  of  employment. 

Accordingly,  as  the  upshot  of  the  whole  matter,  we 
see  nothing  for  it  but  to  let  the  railways  remain  private 
property  as  at  present.  The  Government  does  not  make 
roads ;  and  yet  roads,  and  costly  bridges  to  boot,  are 
made  most  efficiently  without  its  aid.  Why,  then,  can- 
not the  construction  of  railways  be  left  equally  in  the 


564  RAILWAY   FINANCE. 

hands  of  the  public, — especially  as  railways,  unlike 
roads,  are  a  field  for  private  speculative  enterprise? 

We  acknowledge  that  requirements  of  State-policy 
might  possibly  arise  adequate  to  justify  the  Govern- 
ment in  purchasing  certain  railways, — for  example,  it 
may  be,  the  Irish  railways.  But  the  consideration  of 
such  questions  is  beyond  our  province.  Financially — 
and  also  as  a  matter  of  priaciple — we  hold  that  it  is 
much  better  alike  for  the  State  and  for  the  public,  that 
the  G-overnment  should  not  trade  in  railway  property, 
but  that  railway  enterprise  should  be  left,  as  at  present, 
to  private  enterprise  and  speculation. 

Moreover,  if  the  State  is  to  interfere  at  all  with  rail- 
way-works in  Ireland,  it  ought  to  do  so  not  by  purchas- 
ing the  existing  lines,  but  by  aiding  the  construction  of 
new  ones.  Eailways  are  a  most  important  adjuvant  of 
Production ;  and,  upon  national  grounds,  we  think  the 
State  ought  to  assist  by  this  means  the  development  of 
the  resources  of  the  sister-isle,  where  private  enterprise 
is  inadequate  for  the  work.  The  State  might  either 
construct  those  new  lines  itself,  or,  still  better,  it  might 
give  a  guarantee  of  5  per  cent  interest  on  the  cost  of 
their  construction.  These  new  lines  would  act  as 
feeders  to  the  existing  ones :  so  that  the  present  rail- 
way companies  would  be  benefited,  while  a  vast  boon 
is  conferred  upon  Ireland  at  large. 
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A  SAD  collapse  has  fallen  upon  railway  companies 
and  railway  enterprise.  Some  of  the  greatest  railway 
companies  have  come  to  grief:  and  if  any  new  railway 
project  were  to  be  launched,  it  would  be  laughed  out  of 
the  Stock  Exchange.  Nor  is  it  easy  to  say,  so  long'  as' 
railway  enterprise  is  conducted  upon  its  present  footing,: 
when  a  change  is  to  be  looked  for  in  this  unpleasant 
state  of  matters.  In  course  of  time,  we  doubt  not,  all 
the  existing  lines  will  become  remunerative  enterprises.- 
But  it  will  take  a  still  longer  time  before  capital  is 
freely  invested  in  the  construction  of  neiv  lines.. 
Yet,  new  lines  must  be  constructed.  It  will  never  do 
for  railway  enterprise  to  stand  still.  Eailways  are  an' 
indispensable  element  in  the  progress  of  a  country :: 
they  cheapen  production,  the  mainstay  of  a  nation's 
wellbeing ;  and  at  the  same  time  they  add  greatly  to 
the  amenities  and  social  comforts  of  life  by  accelerating 
locomotion,  and  enabling  in.di'V'iduals  at  a,  disttoce  from 
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one  anotlier  to  maintain  the  home  and  social  ties  as  if 
they  were  but  a  few  miles  apart. 

The  work  of  railway-construction  must  and  will 
go  on.  But,  in  order  that  it  may  do  so,  we  must  eli- 
niinate  from  railway  enterprise  some  of  the  obstacles 
which  recently  have  proved  so  disastrous  to  the  existing 
lines ;  and  also,  in  many  cases,  recourse  must  be  had 
to  other  systems  than  that  of  public  companies  of  the 
kind  now  in  use. 

Faults  in  the  Past. 

The  chief  evils  of  the  present  system  may  be  classed 
under  three  heads.  Firstly,  railways  have  hitherto  paid 
too  much  for  the  land  which  it  has  been  necessary  for 
them  to  purchase  in  order  to  construct  their  lines, — and 
also  too  much  in  the  form  of  Parliamentary  expenses. 
Secondly,  there  has  been  financial  mismanagement. 
Thirdly,  there  has  been  over-competition  among  the 
railway  companies. 

When  railways  first  came  into  use,  landowners,  in 
most  instances,  looked  upon  them  simply  as  nuisances 
-—as  things  necessary  (it  might  be)  for  the  trade  of  the 
country,  but  of  no  use  to  the  land,  and  greatly  destruc- 
tive to  the  amenities  of  their  estates.  The  "  amenities  " 
constituted  a  heavy  item  in  the  prices  which  companies 
had  to  pay  for  the  land.  Nevertheless,  what  appears 
an  ugliness  in  one  form  of  civilisation  may  become 
an  object  of  interest,  as  well  as  of  utility,  after  a  new 
system  has  come  into  use ;  and  nowadays,  the  charge 
for  loss  of  amenities  has  almost  entirely  disappeared. 
The  benefit  of  railways  is  now  so  fully  acknowledged 
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that  "landowners,  instead  of  obstructing  tliem,  are  only 
too  glad  to  have  lines  passing  through  their  estates. 
The  exorbitant  Parliamentary  expenses,  which  have 
absorbed  so  much  of  the  capital  of  railway  companies, 
were  to  some  extent  occasioned  by  the  obstruction 
offered  by  the  landowners,  but  still  more  by  the  rivalry 
of  the  companies, — each  opposing  the  other's  BUI  in  the 
hope  of  excluding  a  competitor  from  the  field.  Pro- 
bably a  less  costly  method  of  conducting  such  Parlia- 
mentary inquiries  might  be  adopted :  but  in  the  main 
the  waste  of  capital  in  such  conflicts  has  been  occa- 
sioned by  the  two  causes  above  mentioned. 

These  are,  comparatively,  faults  of  the  past.  What 
is  most  important  is  to  consider  the  two  other  defects 
of  our  present  railway-system  : — 

(1)  As  to  Financial  Mismanagement.  This  has  arisen 
mainly,  though  not  exclusively,  in  connection  with  the 
third-named  defect  of  the  present  system — namely, 
over -competition.  The  companies,  from  this  cause, 
have  been  led  to  embark  in  extensions  of  their  lines, 
which  they  had  not  sufficient  capital  of  themselves  to 
construct ;  and,  in  consequence,  rather  than  be  outdone 
by  rival  companies,  they  have  invoked  the  financial 
aid  of  the  large  railway -contractors.  These  contrac- 
tors, of  late  years,  have  mainly  supplied  the  finances 
by  which  the  new  lines  were  constructed,  and  by 
which  they  themselves  were  paid.  The  companies 
could  not  do  without  them,  and  naturally  they  exacted 
exorbitant  terms.  Such  exorbitant  charges  are  natural 
enough,  looking  to  the  great  risk  which  the  contractors 
undertake.    In  good  times  it  makes  them  rich  men,— ^. 
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they  amass  enormous  fortunes  almost  in  a  couple  of 
years ;  on  the  other  hand  (as  has  been  seen  lately)  in 
bad  times  they  come  to  the  ground,  and  are  reduced 
from  millionaires  to  bankrupts. 

We  do  not  depreciate  the  aid  which  contractors 
have  afforded  to  railway  enterprise.  What  are  called 
"  contractors'  lines  "  constitute,  doubtless,  a  very  risky 
kind  of  business :  they  only  succeed  in  fair-weather 
times ;  any  monetary  crisis  at  once  brings  them 
to  the  ground.  Nevertheless,  risky  business  is  an 
essential  feature  of  a  rapidly  progressive  country  like 
ours.  It  exists  in  every  branch  of  trade,  from  the  little 
shopkeeper  up  to  the  largest  manufacturer  or  wholesale 
dealer.  And  in  railway  enterprise  much  has  been 
accomplished  by  the  help  of  those  contractors  (many  of 
them  large  capitalists)  which  could  not  otherwise  have 
been  achieved.  If  a  line  can  be  constructed  by  means 
of  capital  fully  subscribed  by  the  public,  the  work  can 
be  done  at  much  less  cost  than  if  the  company  has  to 
invoke  the  financial  aid  of  a  contractor.  Nevertheless, 
much  may  be  done  by  credit  alone ;  and  contractors 
are  willing  to  aid  largely  in  the  construction  of  lines,  in 
order  to  obtain  employment  for  themselves.  By  their 
help,  railways  have  been  constructed  which  could  not 
have  been  undertaken  for  years  if  the  entire  capital  had. 
to  be  obtained  from  the  public.  And  in  this  way  the 
country  has  been  greatly  benefited. 

But  in  many  cases  there  has  been  a  heavy  loss  to  the 
railway  shareholders.  The  companies  take  loans  (so  to 
speak)  from  the  contractors  only  when  they  cannot  raise 
the  sum  from  the  public,  in  the  shape  of  new  shares  or. 
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preference -stock.  And  the  contractors,  on  their  part, 
naturally  exact  an  exorbitant  rate  of  pay  for  their 
work,  as  well  as  for  their  financial  services  to  the 
company.  Hence  a  railway  constructed  by  such  help 
always  costs  one-fourth,  and  sometimes  even  one-half, 
more  than  if  the  capital  had  been  raised  in  the  usual 
way, — i.  e.,  from  the  public,  in  the  shape  of  shares. 
Part  of  this  loss  is  borne  by  the  country,  which  has  to 
pay  higher  charges  to  the  company  for  railway-travel- 
ling than  would  otherwise  be  necessary.  But  the  main 
loss  faUs  upon  the  shareholders  :  for  it  is  very  difficult 
for  a  company  to  raise  its  charges  above  the  usual  rate, 
owing  to  the  keen  competition  for  traffic,  and  the  fear 
lest  a  portion  of  its  business  should  be  driven  off  to  a, 
rival  line. 

(2)  As  to  Over-competition.  This,  we  have  said,  has 
been  the  main  cause  of  the  recourse  of  railway  com- 
panies of  late  years  to  the  financial  aid  of  contractors. 
They  have  been  forced,  or  have  fancied  themselves 
forced,  to  undertake  more  works  than  their  own  capital 
was  equal  to.  We  believe  that  all  the  lines  thus  exe- 
cuted under  the  pressure  of  competition  were  fitted  to 
prove  remunerative,  but  for  the  exorbitant  terms  which 
the  companies  undertook  to  pay  to  the  contractors.  It 
is  not  that  the  lines  are  bad — bad  at  least  in  the  long- 
run  :  it  is  the  exorbitant  terms  of  construction  which 
are  the  grand  drawback  upon  them. 

Competition  can  hardly  be  prevented :  and  it  is  not 
desirable  that  it  should  be  prevented,  otherwise  than 
by  the  influence  of  prudential  considerations  upon  the 
companies  which,  are  prone  to   engage  in  it.    Every 
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main  line  of  railway  hitlierto  constructed  would  at  this 
moment  be  yielding  vast  profits,  if  (as  was  expected 
by  its  projectors)  it  had  remained  without  a  rival  in  its 
own  field.  But  what  happened  was  this.  Either  some 
new  company  was  started,  to  make  a  more  direct  line 
between  the  same  terminal  points  ;  or  else  some  neigh- 
bouring line  threw  out  branches  so  as  to  "tap"  the 
traf&c,  and  acquire  for  itself  a  portion  of  the  trade  of 
its  rival.  In  the  former  case,  the  rival  lines  had  to 
compete  with  one  another  by  a  reduction  of  their  fares, 
— each  seeking  to  drive  the  other  out  of  the  field,  and  to 
establish  itself  as  exclusive  possessor  of  the  "through" 
trafiic  ;  in  the  second  case,  each  of  the  two  rival  com- 
panies sought  to  take  possession  of  the  neutral  district 
which  lay  between  them,  and,  by  means  of  branch-lines, 
to  drain  the  traf&c  of  that  district  into  its  own  main 
line. 

In  a  level  and  populous  district  like  the  south  of 
England,  such  competition  has  full  play.  In  a  hilly 
country,  like  the  north  of  England,  and  still  more  in 
Scotland,  it  is  greatly  restricted  by  the  geographical 
features  of  the  country.  But  in  Scotland  the  competition 
has  assumed  a  new  form.  Owing  to  the  fact  that  there 
is  hardly  any  wide  extent  of  plain — each  line  of  rail- 
way having  (speaking  roundly)  to  run  in  its  own  valley, 
or  series  of  valleys, — there  has  been  no  great  construc- 
tion of  rival  lines  in  Scotland  ;  but  the  spirit  of  rivalry, 
exists  all  the  same,  though  in  a  new  form.  There  it  dis- 
plays itself,  not  by  the  construction  of  new  lines,  but  by 
one  or  other  of  the  larger  companies  buying  up  the  small 
ones,  so  as  get  for  itself  an  outlet  not  equally  open  to 
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its  rival.  So  circumstanced,  it  can  throw  obstacles  in 
tlie  way  of  all  goods  or  passengers  which  leave  this 
outlet  or  terminus  by  the  other  line,  wliile  of  course  its 
own  goods  or  passengers  are  passed  on  with  special 
despatch.  In  this  way  it  seeks  to  obtain  for  itself  the 
"  through  "  traffic  to  this  point  which  previously  passed 
over  the  rival  line. 

This,  for  example,  has  been  the  form  taken  by  the 
rivalry  of  the  two  great  Scottish  railway  companies,  the 
Caledonian  and  North  British.  The  original  terminus 
of  the  North  British  was  at  Edinburgh, — that  of  the 
Caledonian  at  Glasgow.  But  when  the  rivalry  between 
those  companies  reached  its  height,  each  sought  to  gain 
possession  of  the  other  railways  which  led  northwards 
from  those  points.  It  is  obvious  that  if  either  of  those 
companies  had  obtained  possession  of  the  lines  (there 
are  only  two)  leading  northwards  from  Edinburgh  and 
Glasgow,  it  might  thereby,  by  obstructing  the  transit  of 
its  rival's  goods  at  those  points,  have  obtained  for  its 
own  main  line  the  whole  traffic,  from  England  which 
was  meant  to  proceed  northwards  beyond  Edinburgh 
and  Glasgow.  In  this  fierce  rivalry  the  North  British 
has  been  the  most  daring ;  but  its  efforts  far  exceeded 
its  resources,  and  so,  in  the  very  hour  of  its  apparent  tri- 
umph, it  suddenly  came  to  the  ground, — while  its  rival, 
whose  efforts  were  less  in  excess  of  its  resources,  goes 
on,  though  not  flourishingly,  at  least  with  some  measure 
of  success.  "What  the  issue  might  have  been  if  the 
capital  of  the  North  British  had  been  equal  to  its  enter- 
prise, it  is  hard  to  say.  But  the  lesson  is  the  same  in 
this  case  as  in  that  of.  lailway  competition  in  the  south 
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of  England, — namely,  that  the  spirit  of  rivalry  has 
tempted  railways  into  an  extension  of  husiness  far 
exceeding  what  their  capital  justified ;  and  conse- 
quently, on.  the  advent  of  difficult  times,  those  ambi- 
tious schemes  have  collapsed  before  they  could  bear 
fruit,  and  the  railways  which  undertook  them  have 
fallen  into  a  state  of  serious  embarrassment. 

After  the  sharp  lessons  thus  received,  there  is  pro- 
bably little  danger  of  a  revival  of  this  system  of  over- 
competition.  It  is  more  likely  that  henceforth  the  rival 
companies  will  seek  to  combine,  and  form  Federations 
extending  over  large  areas  of  the  kingdom.  This  is  a 
better  course  for  them  than  to  continue  the  system  of 
reckless  competition.  But  it  will  require  to  be  most 
jealously  watched  by  Parliament,  in  order  to  protect 
the  interests  of  the  public.  Any  Acts  passed  for  the 
federation  of  railway  companies  ought  to  be  made  re- 
newable in  a  few  years,  so  that  an  efficient  check  may 
be  kept  on  any  abuse  of  this  virtual  Monopoly  of  th& 
traffic  of  the  country. 

Present  Difficulties. 

The  grand  difficulty  in  railway  finance,  as  recent 
experience  has  plainly  shown,  arises  in  connection  with 
the  Debenture-debt :  that  is  to  say,  it  is  owing  to  the 
manner  in  which  the  companies  raise  the  borrowed 
capital  which  is  necessary  to  carry  on  their  operations. 
Every  large  railway  company  has  obtained  authority, 
by  Act  of  Parliament,  to  raise  loans  to  an  amount  equal 
to  a  fixed  proportion  of  its  paid-up  capital,  and  has 
fuUy^availed  itself  of  this,  power.    In  -this  way  it  can 
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cany  on  its  operations  to  a  larger  extent  fhan  its  own 
capital  enables  it  to  do ;  and  in  so  far  as  this  bor- 
rowed capital  can  be  employed  at  a  profit,  the  arrange- 
ment is  very  advantageous  to  the  companies.  But  this 
borrowed  capital  is  permanently  invested  in  the  works 
or  business  of  the  companies,  so  that  they  cannot  pos- 
sibly do  without  it.  If  this  borrowed  capital  were 
withdrawn,  the  railway  companies  would  at  once  be 
brought  to  a  standstill.  They  could  not  carry  on  their 
operations  ;  they  would  become  bankrupt. 

What,  then,  is  the  form  in  which  this  borrowed 
capital  is  raised  by  railway  companies  ?  As  every  one 
knows,  it  is  raised  in  the  form  of  Debentiires, — railway- 
bonds  issued  for  four  or  five  years,  and  payable  at  the 
end  of  that  period.  Every  debenture-holder — i.e.,  every 
one  who  has  lent  money  to  a  company  upon  such  bonds 
— is  entitled  to  demand  repayment  of  the  loan  at  the 
end  of  (say)  five  years.  The  debenture-holders  may 
renew  their  loan,  by  taking  other  debentures  current  for 
other  five  years,  or  they  may  not, — they  may  demand 
repayment.  But,  if  they  decline  to  renew  these  bonds, 
the  railway  must  of  sheer  necessity  get  other  parties  to 
take  new  debentures  equal  in  amount  to  those  which 
have  expired, — in  order,  with  the  money  thus  received, 
to  pay  off  the  previous  debentures.  This  is  imperative. 
If  a  company  cannot  do  this,  it  has  no  money  with 
which  to  discharge  the  expired  loans,  and  so  must 
become  bankrupt. 

Obviously  this  is  a  serious  liabOity.  In  fair-weather 
times,  it  is  true,  no  difficulty  is  usually  experienced; 
for,  if  some  debenture -holders  decline  to  renew  their 
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loans,  there  is  ho  lack  of  other  persons  who  are  willing 
to  do  so ;  so  that,  in  ordiaary  times,  this  borrowed 
capital  creates  no  difficulty  for  railway  companies. 
They  can  always  pay  the  interest  on  it :  and  thus, 
so  long  as  these  debentures  can  be  renewed,  all  goes 
smoothly.  But,  unfortunately,  the  fair-weather  of  our 
money-market  is  ever  and  anon  seriously  disturbed, — 
occasionally,  it  is  broken  by  hurricanes  which  sweep 
away  the  credit  even  of  thoroughly  solvent  firms  and 
companies. 

Loud  complaints  have  been  made  against  the  Parlia- 
mentary enactment  that  the  debentures  (representing 
the  borrowed  capital)  of  railway  companies  should 
run  only  for  comparatively  short  periods.  But  this 
was  really  no  hardship.  But  for  this  condition,  the 
public  would  not  have  lent  its  reserve-wealth  to  the 
railway  companies  upon  equally  favourable  terms :  in- 
deed, it  is  doubtful  if  money  would  have  been  lent  upon 
any  terms  for  long  periods  to  the  railway  companies  to 
the  amount  required  by  them.  The  value  of  money 
on  loan  varies  from  time  to  time :  hence  it  is  for  the 
advantage  alike  of  the  companies  and  of  the  public 
that  the  rate  of  interest  on  the  loans  should  be  revised 
at  stated  intervals.  If  the  debentures  of  a  company 
expire  at  a  time  when  money  on  loan  is  cheap — i.e., 
when  the  bank-rate  is  low, — the  companies  reap  the 
advantage ;  if  the  debentures  expire  when  the  bank- 
rate  is  high,  it  is  only  right  that  the  renewal  of  the 
debentures  should  be  made  at  a  higher  rate  of  interest 
than  before.  The  present  system,  therefore— i.  e.,  if  the 
companies  are  to  borrow  at  aU— is  so  far  perfectly  wise 
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and  just:  it  is  mutually  advantageous  alike  for  the 
companies  and  for  the  public. 

Nevertheless  the  defects  of  this  system  are  most 
serious.  What  happens  when  a  great  monetary  crisis 
occui's,  —  a  calamity  which,  under  our  present  bad 
monetary  laws,  has  thrice  befallen  the  country  during 
the  last  twenty  years  ?  Tor  example,  what  took  place 
during  the  Crisis  of  last  year?  Tor  more  than  three 
months  the  minimum  bank-rate  was  10  per  cent;  and 
for  a  portion  of  that  time,  it  was  impossible  to  get  loans 
upon  any  terms,  except  upon  the  best  and  shortest-dated 
securities.  Of  course,  at  such  a  time,  some  of  the  rail- 
way companies  found  it  impossible  to  obtain  a  renewal 
of  their  debentures.  Accordingly,  it  is  from  the  Crisis 
of  last  year  that  the  grand  difficulty  which  now  besets 
railway  companies  dates  its  -origin.  Several  railway 
companies  whose  debentures  then  fell  due,  could  not 
get  them  renewed.  In  consec[uence,  they  became  in- 
solvent. No  railway  company,  however  prosperous,  can 
at  once  pay  off  its  debentures  {i.e.,  the  amount  of  its 
borrowed  capital,  which  it  has  permanently  invested 
in  its  works) ;  accordingly  when,  owing  to  the  Crisis, 
several  companies  could  not  obtain  a  renewal  of  their 
debentures,  a  widespread  disaster  overtook  our  railway 
system.  The  credit  of  many  companies  at  once  dis- 
appeared: they  became  insolvent  concerns,  which  the 
public  thereafter  would  not  trust. 

Doubtless  there  has  been  much  railway  mismanage- 
ment, yet  there  is  not  a  single  railway  company  which 
is  not  in  a  position  to  pay  the  interest  on  its  borrowed 
capital.  There  may  be  no  dividend  for  the  shareholders. 
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Lut  at  least  there  are  ample  means  for  paying  the 
interest  on  the  debentures.  And  as  long  as  a  company- 
can  pay  its  current  liabUities,  its  credit  remains  good. 
But  the  Crisis  of  1866,  by  rendering  it  impossible  for 
the  companies  to  obtain  a  renewal  of  their  debentures, 
imposed  upon  them  a  difSculty  which  no  company 
can  meet — namely,  the  immediate  repayment  of  its  bor- 
rowed capital.  And,  simply  in  consequence  of  this 
impossible  task  being  thus  laid  upon  certain  companies, 
the  credit  of  those  companies  received  a  shock  from 
which  it  will  take  years  to  recover.  Hence,  while  fully 
acknowledging  the  mismanagement  of  many  railway 
companies,  we  repeat  that  it  was  the  Crisis  of  last  year 
which  has  been  the  main  cause  of  their  present  difficul- 
ties, by  imposing  upon  them  the  necessity  for  "  cashing- 
up"  which  no  railway  company  is  adequate  to  meet, 
and  which  would  not  have  arisen  but  for  the  terribly 
severe  and  highly  exceptional  monetary  difficulties 
which  marked  the  Crisis  of  1866. 

The  practical  point,  then,  is — How  is  this  weak  point 
in  our  railway  finance  to  be  remedied,  removed?  To  give 
the  railway  companies  the  power  to  issue  their  deben- 
tures (the  bonds  by  which  they  raise  the  large  borrowed 
portion  of  their  working  capital)  for  longer  periods  than 
at  present,  would  do  no  good.  The  companies  which  at 
present  cannot  get  their  loans  renewed  for  periods  of  five 
years,  would  find  this  difficulty  increased,  if  they  were 
to  attempt  to  float  their  debenttires  for  a  longer  period. 
Obviously  some  other  plan  than  this  must  be  devised. 

At  present,  there  exists  a  twofold  drawback  upon  the 
credit  of  railway  companies.     (1)  There  is  no  adequate 
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security  for  the  repayment  of  railway^bonds  when  they 
fall  due  ;  (2)  nor  is  there  even  a  means  of  insuring  the 
genuineness  of  the  statement  of  accounts  which  railway 
companies  submit  to  the  public.  If  there  were  an 
adequate  security  for  the  payment  of  debentures  when 
they  fall  due,  it  would  be  of  no  consequence  to  the  lend- 
ing public  whether  the  published  balance-sheets  of  the 
companies  were  correct  or  not.  But,  seeing  that  there 
is  no  such  security  for  the  repayment  of  these  loans, 
the  only  means  by  which  the  public  can  judg6  of  the 
power  of  a  company  to  meet  its  engagements  is  the 
half-yearly  statement  of  its  accounts  submitted  to  its 
shareholders.  And  such  statements  of  accounts,  as  is 
now  painfully  evident,  cannot  be  relied  on. 


REMEDIES. 

It  is  a  matter  of  vast  importance  to  obtain  a  remedy 
for  these  defects,  and  to  devise  a  means  by  which  KaU- 
way  credit  may  be  established  on  a  solid  and  permanent 
basis.  For  it  is  a  great  mistake  to  suppose  the  Age  of 
Eailways  is  past.  Eailways  have  a  vast  future  before 
them.  They  will  yet  extend  over  the  whole  country, 
tiU  every  rural  valley  has  its  little  line,  and  till  steam- 
power  supplements  horse-traction  on  every  highway. 
"When  such  is  the  expansion  which  our  railway-system 
is  destined  to  experience,  it  is  a  matter  of  paramount 
importance  that  the  credit  of  railway  companies — in 
other  words,  the  negotiability  of  their  bonds  and  deben- 
tures— should  assume  a  more  solid  form,  in  order  that 

20 
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those  securities  should  take  a  suitable  place  in  the 
general  credit  -  system  of  the  country.  Already  the 
amount  of  these  railway-bonds  is  fully  120  millions 
(besides  the  share-certificates,  amounting  to  about  400 
millions) ;  and  in  process  of  time  they  will  amount  to 
a  stUl  vaster  sum — constituting,  next  to  the  Funds,  the 
greatest  field  of  investment  for  the  reserve-wealth  of 
the  community. 

The  remedy,  like  the  difficulty  to  be  overcome,  may 
assume  a  twofold  shape :  namely,  (1)  it  may  consist  either 
in  obtaining  an  adequate  guarantee  for  the  debenture- 
debt  of  railway  companies,  or  (2)  by  insuring  a  periodical 
statement  of  their  accounts  of  so  clear,  full,  and  reliable 
a  character  that  the  public  can  at  all  times  be  able  to 
judge  correctly  of  the  financial  condition  of  those  com- 
panies. 

The  first  and  most  important  point  to  be  determined 
is,  whether  it  is  possible  to  obtain  an  adequate  guarantee 
— a  guarantee  given  by  some  other  party  than  a  railway 
company  itself — for  the  payments  in  connection  with 
railway-debentures.  If  this  can  be  obtained,  no  more 
is  needed.     But  can  it  be  obtained  ? — and  how  ? 

In  these  times,  when  State-intervention  seems  to  be 
regarded  as  the  great  remedy  for  all  defects  in  our 
financial  system,  the  first  remedy  thought  of  is,  a  State- 
guarantee  for  railway-debentures.  But  such  a  pro- 
posal is  out  of  the  question.  Even  when  suggested 
as  a  means  of  enabling  the  State  thereafter  to  obtain 
possession  of  the  railways  (as  a  part  of  Mr  Crawford's 
grand  scheme),  it  met  with  little  support  in  Parlia- 
ment; and  Mr  Crawford  himself  has  repudiated  the 
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idea  of  countenancing  sucli  a  State-guarantee  per  se, — 
i.e.,  save  as  a  means  of  obtaining  for  the  State  a  great 
prospective  advantage.  If,  then,  an  adequate  (and 
therefore  extraneous)  guarantee  of  railway-debentures 
can  be  obtained,  it  must  be  through  the  instrumentality 
of  private  enterprise.    How  is  this  to  be  done  ? 

RaihoaySecurities  Companies. 

The  proposal  of  Mr  Crawford,  in  connection  with  his 
great  scheme  for  the  purchase  of  the  railways  by  the 
State,  was,  that  the  State  should  guarantee  the  regular 
payment  of  railway-bonds,  charging  a  commission  on 
the  transaction.  The  State  was  to  take  up  the  deben- 
ture-bonds of  railways,  and  re-issue  them  (virtually 
in  the  form  of  Eailway  Consols)  to  the  public  at  a 
lower  rate  of  interest :  the  railway  companies  pa3dng 
to  the  State  (say)  5  per  cent  interest  on  their  deben- 
tures, and  the  State  issuing  bonds  of  its  own  to  the 
public  for  the  same  amount  at  4  per  cent, — giving  the 
State  a  gross  profit  of  1  per  cent  on  the  transaction. 
This  is  a  very  high  commission  (equal  to  25  per  cent) : 
obviously  such  a  guarantee  or  insurance  business  would 
pay  at  a  much  lower  rate  of  commission, — in  other 
words,  if  a  private  Company  were  to  undertake  the 
guarantee,  it  could  profitably  offer  its  bonds  to  the 
public  at  4J  per  cent  (instead  of  the  4  per  cent  offered 
by  the  State),  while  receiving  5  per  cent  from  the  rail- 
way companies.  Accordingly  the  question  suggests 
itself.  Cannot  an  adequate  guarantee  be  obtained  withr 
out  the  intervention  of  the  State  ?  Cannot  private  en- 
terprise accomplish  the  object  of  imparting  to  railway-. 
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bonds  an  adequate  security,  and  thereby  entitle  tbem  to 
take  their  rightful  place  in  the  general  credit-system  of 
the  country  ? 

It  seems  a  great  marvel  that  the  bonds  of  private 
traders,  of  whose  affairs  the  general  public  know  no- 
thing, should  be  amongst  the  most  negotiable  of  all  secu- 
rities— should  be  readily  convertible  into  money  at  their 
full  value, — whereas  no  equal,  or  nearly  equal,  negoti- 
ability attaches  to  the  bonds  (debentures)  of  great  joint- 
stock  companies  like  railways,  which  periodically  pub- 
lish a  full  statement  of  their  financial  condition.  Is  it 
not  a  marvel  that  the  bOl  of  a  private  merchant  or  shop- 
keeper should  be  readily  convertible  into  money  at  its 
full  value,  whereas  railway-bonds  will  not  be  advanced 
upon  save  to  only  two-thirds  of  their  market-value  ? 
This  fact  shows  unmistakably  to  what  a  small  extent 
Eailway  credit  has  as  yet  been  developed  in  comparison 
with  Commercial  credit.  For  there  is  certainly  no 
natural  reason  why  the  bonds  of  railway  companies 
should  not  be  at  least  as  negotiable  as  the  biUs  of  a 
private  trader. 

Partly,  it  is  true,  this  difference  is  at  present  occa- 
sioned by  the  state  of  the  law.  A  bill  entitles  the 
holder  of  it  to  obtain  payment  by  a  summary  process 
from  the  person  who  has  issued  it ;  whereas  a  deben- 
ture-holder, as  a  matter  of  fact,  has  no  means  of  enfor- 
cing immediate  payment.  Yet  we  doubt  whether  any 
insuperable  difficulty  exists  in  the  way  of  making  the 
claims  of  debenture-holders  as  enforceable  as  those  of  a 
bni-holder.  EaiLway  companies  have  not  only  no  reason 
to  object  to  such  an  alteration  in  the  law,  but,  if  they 
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take  a  right  view  of  their  interests,  they,  ahove  all  other 
parties,  have  a  motive  for  desiring  it.  The  more  perfect 
the  security  they  can  offer,  the  lower  wUl  be  the  rate  at 
which  they  can  get  the  loans  which  they  require.  We 
think,  then,  that  this  is  a  reform  which  the  law-officers 
of  the  Crown  should  set  themselves  to  consider.  It  is 
not  necessary  that  the  process  of  recovering  payment 
of  a  railway-debenture  should  be  the  same  as  that  of 
recovering  payment  of  a  bill:  the  means  may  vary, 
but  the  end  should  be  the  same.  And  we  think 
that  a  Lord  Chancellor  or  an  Attorney-General  would 
most  usefully  employ  his  legal  acumen  in  radically 
examining  the  case,  and,  if  possible,  in  removing  the 
difficulties  which  at  present  stand  in  the  way  of  this 
reform. 

Nevertheless,  even  with  the  law  as  it  stands,  much 
may  be  done  to  place  Eailway  credit  on  nearly  the  same 
good  footing  as  Commercial  credit.  How  is  it,  in  fact, 
that  the  bill  of  a  private  trader  is  so  readily  convertible 
at  its  full  value  into  money  ?  Because  a  whole  class  of 
financial  establishments  have  been  created  for  the  pur- 
pose. Banks  and  discount-houses  are  the  instruments 
by  which  this  process  is  effected.  A  trader  or  shop- 
keeper cannot  get  loans  from  the  general  public,  as 
railway  companies  do :  the  general  public  will  not  look 
at  his  bills, — ^they  are  only  accepted  by  a  few  persons 
who  are,  or  who  believe  themselves  to  be,  acquainted 
with  his  circumstances.  How  is  it,  then,  that  such 
private  bills  are  so  readily  convertible  into  money? 
Simply  because  banks  and  discount  -  houses  make  it 
their  special  business  to  deal  in  such  securities.    These 
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establishments  are,  as  it  were,  a  market  where  commer- 
cial bills  are  bought  at  their  full  value. 

Eailway  securities  are  of  yesterday,  —  they  have 
sprung  into  existence  within  the  last  quarter  of  a  cen- 
tury. And  as  yet,  they  have  not  been  brought  within 
the  pale  of  our  iinancial  system, — that  vast  fabric  of 
Credit  which  is  the  offspring  of  mature  civilisation,  and 
the  greatest  marvel  of  our  times.  But,  sooner  or  later, 
they  will  be  brought  within  the  pale.  Of  that  we  feel 
assured.  Our  purpose  is  simply  to  hasten  that  desirable 
consummation.  How,  then,  is  this  to  be  done?  It 
must  be  accomplished  by  a  process  similar  to  that  by 
which  commercial  credit  has  been  developed  by  means 
.of  Banking.    Let  us,  in  a  word,  explain  the  process : — 

A  bank  -  manager's  chief  ability  is  displayed  in 
knowing  a  good  biU.  (or  other  security)  from  a  bad  one. 
The  most  important  functions  of  a  bank  or  a  discount- 
house  consist  in  the  valuation  of  securities,  aioA  in  the 
conversion  of  these  securities  into  the  most  negotiable 
form — namely,  Banking-currency,  or  bank-notes  and 
cheques  convertible  into  coin  on  demand.  In  essence, 
the  process  is  this :  that  a  bank  endorses  with  its  name 
and  credit  the  bUls  brought  to  it,  and  thereby  renders 
them  negotiable  with  the  public  at  large.  The  bank 
interposes  its  own  credit  between  that  of  the  merchant 
and  the  community,  and  by  this  guarantee  renders  the 
merchant's  bills  generally  negotiable.  This  is  the 
essence  of  the  transaction,  though  not  the  form.  The 
form  is,  that  the  bank  gives  its  own  currency  (notes  and 
cheques)  in  exchange  for  commercial  currency  (bills), — 
charging  a  commission  for  the  trouble  which  it  takes 
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and  tlie  risk  wTiich  it  incurs.  But  in  essence,  the  pro- 
cess is  the  same  as  if  the  bank,  for  a  suitable  considera- 
tion, took  a  merchant's  bill,  endorsed  it  or  stamped  it 
with  its  own  name,  and  cut  it  up  into  small  pieces  so  as 
to  make  it  suitable  for  generoX  currency:  by  which  pro- 
cess the  negotiability  of  the  bOl  is  vastly  increased — 
firstly,  because  the  value  of  the  security  is  guaranteed ; 
and  secondly,  because  the  security  is  converted  into  a 
form  which  makes  it  more  available  for  general  use. 

Or  take  the  more  directly  apposite  case  of  a  Land- 
Securities  Company — (a  kind  of  financial  establishment 
unfortunately  still  rare  in  this  country).  The  special 
function  of  such  a  company  is  (1)  to  guarantee  the 
value  of  land-securities ;  and  (2)  to  convert  them  into  a 
more  negotiable  form.  For  example,  when  a  land-bond, 
or  mortgage  on  an  estate,  is  brought  to  it,  the  company 
investigates  the  legal  validity  of  the  document,  and  also 
ascertains  if  the  estate  is  so  valuable  that,  if  brought  to 
a  "  forced  sale,"  it  would  certainly  realise  the  amount  of 
the  mortgage-bond.  Having  assured  itself  upon  these 
points,  the  company  takes  the  mortgage  into  its  own 
hands,  and  gives  in  exchange  for  it  the  bonds  of  the 
company  —  which  to  some  extent  correspond  to  the 
notes  of  a  bank.  A  simple  mortgage  is  not  a  security 
upon  which  banks  will  make  advances  to  its  full  value : 
but  the  bonds  of  a  Land  Company  are  readily  negotiable 
by  banks.  Such  bonds  are  issued  on  the  security  of  the 
mortgage,  after  a  careful  investigation  of  its  legal  valid- 
ity and  of  its  monetary  value;  and  their  pajTuent  is 
assured  alike  by  the  value  of  the  estate  upon  which  the 
mortgage  is  held,  and  by  the  capital  (or  guarantee-fund) 
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of  the  company.  The  effect  in  this  case  is  substantially 
the  same  as  in  hanking, — namely,  the  validity  of  securi- 
ties is  guaranteed,  and  they  are  converted  into  a  form 
more  negotiable  than  they  originally  possessed. 

Cannot  the  same  principle  be  applied  to  railway- 
debentures  ?  At  present  the  amount  of  railway-deben- 
tures always  afloat  is  reckoned  at  fully  120  millions 
sterling,  a  sum  equal  to  the  total  amount  of  commer- 
cial bills  afloat  forty  years  ago, — the  discounting  or 
negotiation  of  which  bills  furnished  the  chief  business 
of  the  banks  of  that  time.  The  public,  accordingly,  has 
a  remedy  for  the  present  dif&culty  in  its  own  hands.  A 
Eailway-Securities  Company,  or  several  of  them,  is  the 
best  as  well  as  the  most  natural  remedy.  Such  com- 
panies, by  their  guarantee-fund  or  capital,  would  at 
once  give  the  desired  validity  to  railway  securities. 
And,  secondly — though  this  is  apart  from  the  present 
question, — these  companies  could  add  another  element 
of  value  to  such  securities,  and  also  increase  their  own 
profits,  by  issuing  in  exchange  their  own  bonds  for 
smaller  sums.  For  example,  in  exchange  for  a  railway- 
debenture  for  £600,  they  might  issue  thirty  bonds  of 
their  own  for  £20  each,  or  even  smaller  sums, — current 
for  short  periods,  and  bearing  interest. 

Such  a  system  would  not  fail  to  attract  more  capi- 
tal for  the  railways  than  otherwise  they  could  obtain. 
Moreover,  if  such  a  system  were  established,  the  bonds 
issued  by  those  Eailway-Securities  Companies  would 
be  readUy  purchased,  as  short  investments,  by  the  class 
of  small  capitalists,  who,  for  want  of  suitable  invest- 
ments, at  present  keep  their  little  reserves  in  the  sav- 
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ings-banks  or  ordinary  banks.  "We  may  add  that  this 
class  of  capitalists  are  of  all  others  the  most  deserving 
of  having  their  wants  attended  to,  in  order  that  as  large 
a  portion  as  possible  of  the  humbler  classes  may  be 
led  to  cultivate  economy,  and  thereby  gradually  raise 
themselves  into  a  more  permanent  condition  of  well- 
being. 

Such  a  scheme,  it  is  true,  belongs  to  the  future.  In 
the  present  state  of  affairs  it  may  appear  less  practicable 
than  we  beHeve  it  to  be.  Like  most  proposals  of  reform, 
it  cannot  be  rightly  judged  simply  by  the  present  con- 
dition of  things.  Our  financial  system — the  fabric  of 
Credit  upon  which  our  industrial  greatness  rests — is 
yearly  extending.  Its  beneficent  operations  are  being 
gradually  applied  to  various  kinds  of  property  and  of 
industrial  enterprise  which  hitherto  have  hardly  been 
brought  within  its  scope.  The  last  few  years  have  wit- 
nessed the  establishment  of  Financial  Companies,  ex- 
tending the  joint-stock  credit-system  to  many  kinds  of 
enterprise  which  cannot  properly  be  included  within  the 
operations  of  banks  and  discount-houses.  And  although 
some  of  those  new  establishments  have  started  badly, 
this  is  no  more  than  was  to  be  expected  of  the  initial 
stage  of  any  new  kind  of  business  ;  and,  moreover,  they 
have  been  subjected  to  a  terrible  monetary  crisis,  the 
effects  of  which  have  been  unduly  to  depreciate  the 
value  of  property  and  enterprise  of  all  kinds,  converting 
a  great  deal  of  good  business  into  bad.  Insurance  com- 
panies, also — which  are  nothing  else  than  guarantee 
companies,  establishments  which  upon  certain  terms 
undertake  to  guarantee  certain  payments^have  now 


586  KAILWAT  FIITANCE. 

very  widely  extended"  their  operations.  Some  of  these" 
companies  guarantee  individuals  even  against  the  pecu- 
niary loss  (so  to  call  it)  arising  from  accidents  of  all 
kinds.  Others  are  ready  to  guarantee  even  the  moral 
character  of  their  subscribers :  in  other  words,  in  return 
for  receiving  an  annual  sum  from  their  subscribers,  they 
guarantee  to  the  employers  of  those  men  any  loss  pro- 
duced by  moral  delinquency  (such  as  embezzlement  or 
other  defalcation  of  accounts)  on  the  part  of  any  of 
those  employes. 

Since  the  guarantee  system  has  already  been  carried 
to  this  extent,  it  is  needless  to  say  that  its  application 
to  railway  finance  may  be  confidently  looked  for  ere 
long.  Nevertheless,  let  us  put  aside  this  proposal  for 
the  establishment  of  Eailway-Securities  Companies,  and 
consider  what  other  means  are  available  for  improving 
the  credit  of  railway  companies. 

Improved  Form  of  Borrowing. 

The  weakest  point  of  railway  finance,  as  we  have 
said,  is  the  Debentures.  Every  railway  company  has 
a  debt  of  this  kind, — and  a  worse  form  of  contracting 
debt  it  is  impossible  to  imagine.  This  debt  is  meant  to 
be  permanent, — the  companies  cannot  pay  it  off, — ^yet 
every  four  or  five  years  it  is  liable  to  be  called  up  !  It 
is  needless  to  comment  on  the  inconsistency  of  such  an 
arrangement,  or  on  the  disasters  to  which  the  companies 
are  thereby  rendered  liable.  Obviously  the  companies 
ought  either  (1)  to  pay  off  this  permanent  debt ;  or  else 
(2)  they  ought  to  free  themselves  from  the  aver-recur- 
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ring  liability  of  being  called  upon  to  repay  it  when  they 
know  they  cannot  do  so. 

(1)  By  the  aid  of  Eailwaiy-Securities  Companies  the 
railways  might  possibly  convert  their  short-dated  deben- 
tures into  a  Debt  (Eailway  Consols,  in  fact)  upon  which 
of  course  they  would  have  to  pay  the  stipulated  interest, 
but  the  capital  amount  of  which  they  could  hot  be  called 
upon  to  repay.  However  this  might  be,  certainly  the 
unaided  credit  of  the  companies  is  not  sufficient  to  in- 
duce the  public  to  assent  to  such  an  arrangement.  Even 
if  the  debenture-debt  were  contracted  for  longer  periods 
than  at  present,  the  companies  would  have  to  pay  a 
higher  rate  of  interest  on  it ;  and,  moreover,  it  is  doubt- 
ful if  even  a  higher  rate  of  interest  would  tempt  the 
public  to  lend  the  money  to  the  companies  upon  such 
terms. 

(2)  But  why  should  not  this  debenture-debt  be  paid 
off  altogether?  Why  should  not  this  portion  of  the 
working-capital  of  the  companies  be  transmuted  into  a 
better  form  of  obligation  ?  The  holders  of  these  debeur 
tures  are  persons  who  do  not  desire  to  speculate;  so 
that  it  is  needless  to  try  to  convert  them  into  ordinary 
shareholders.  But  we  do  not  see  any  insuperable  ob-r 
stacle  to  transmuting  these  debentures  into  Preference- 
shares, — into  bonds  (by  whatever  name  they  may  be 
called)  the  capital  amount  of  "which  is  not  repayable, 
but  which  bear  a  fixed  rate  of  interest  constituting  a 
first  charge  upon  the  profits  of  the  companies.  It  is 
true  that  some  companies  have  so  over-stretched  their 
credit — ^by  the  issue  of  ''  Preference,"  "  Pre-preference," 
and  "  Gua,ranteed  "  stock— that  the  holders  even  of  .those 
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privileged  bonds  cannot  rely  upon  punctual  payment. 
But  this  conversion  of  debentures  into  a  really  "  Prefer- 
ence-stock ''  would  not  be  liable  to  any  such  defect.  It 
is  the  repayment  of  these  debentures,  in  fact,  which 
sometimes  occasions  the  inability  of  the  companies  to 
pay  the  stipulated  interest  on  their  so-called  "prefer- 
ence-shares." Now,  as  a  matter  of  fact,  there  is  not  a 
single  raUwaj''  the  net  profits  of  which  do  not  amply 
suf&ce  to  pay  the  interest  on  its  debenture-debt ;  and  if 
this  debt  were  converted  into  a  really  preference-stock — 
constitutiug  a  first  claim  upon  the  revenues  of  the  com- 
panies— the  owners  or  holders  of  this  debt  would  be 
better  assured  of  punctual  payment  than  they  are  at 
present.  Of  course,  in  such  a  case,  the  companies  must 
bind  themselves  to  issue  no  more  floating  debt — ^no  new 
debentures  in  lieu  of  those  transmuted  into  preference- 
shares  ;  so  that  the  transmuted  bonds  should  under  all 
circumstances  constitute  a  first  charge  upon  their  re- 
venues. The  effects  of  such  a  change  would  be  a  great 
relief  to  railway  companies :  and  we  think,  in  order  to 
attain  it,  it  would  be  worth  while  for  the  companies 
even  to  offer  a  higher  rate  of  interest  (if  this  be  neces- 
sary) upon  the  converted  bonds  than  they  pay  on  the 
present  debentures. 

Improved  Form  of  Accounts. 

Lastly,  let  us  consider  how  the  defects  of  railway 
credit  may  be  remedied  simply  by  an  improved  system 
of  stating  and  auditing  the  accounts  of  the  companies. 
This  reform  would  greatly  facilitate  the  adoption  of 
either  of  the  above-suggested  remedial  plans,  but  it  is 
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SO  important  of  itseK  as  almost  per  se  to  offer  a  solution 
of  the  present  difficulties. 

In  order  that  this  reform  be  effectual,  two  main  points 
must  be  attended  to.  I.  The  Form  in  which  the  ac- 
counts are  made  up.  II.  A  security  that  the  statements 
included  in  those  accounts  are  correct. 

I.  As  regards  the  Form  of  accounts.  The  special 
recLuirements  are,  that  the  form  in  which  the  accounts 
are  made  up  shall  be  clear  and  iuteUigible ;  and  also 
that  a  uniform  system  shall  be  adopted  by  aU  the  com- 
panies in  the  making  up  of  their  accounts. 

The  importance  of  uniformity  in  the  accounts  is  self- 
evident.  Unless  every  company  make  up  its  statement 
of  accounts  in  the  same  form,  it  will  be  difficult  for  the 
public  to  ascertain  the  relative  financial  position  of  the 
various  companies.  There  are  no  insuperable  difficulties 
to  the  adoption  of  such  an  arrangement,  and  its  advan- 
tages are  manifest.  Doubtless,  in  order  to  its  attain- 
ment, much  care  must  be  bestowed  on  devising  a  proper 
mode,  or  form  of  balance-sheet ;  and  in  such  a  matter 
the  leading  men  connected  with  railways  must  be  amply 
consulted.  Doubtless,  also,  it  will  be  advisable  that  such 
an  arrangement  be  effected  under  an  Act  of  Parliament ; 
in  which  case  the  final  decision  upon  the  various  and 
conflicting  proposals  of  the  railway  companies  wOl  rest 
with  the  Board  of  Trade. 

In  framing  such  a  model  balance-sheet,  several  im- 
portant points  must  be  kept  in  view.  There  must  be  a 
clear  defiLaition  as  to  what  is  to  be  included  under  the 
head  of  "Working-expenses" — at  present  an  item  of 
very  variable  character.    Also  there  must  be  a  distinct 
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separation  between  the  expenditure  requisite  to  maintain 
the  lines  in  their  ordinary  state  of  efficiency  (that  is  to 
say,  the  cost  of  replacing  the  annual  wear  of  the  rolling- 
stock  and  permanent-way),  and  the  expenditure  which 
is  a  veritable  outlay  (either  in  the  shape  of  "exten- 
sions," or  of  new  engines  and  carriages)  for  the  purpose 
of  getting  new  traffic  and  additional  receipts. 

Let  us  consider  these  matters  in  detail.  Take  the 
case  of  a  railway  which  has  just  been  constructed, 
and  supplied  with  all  the  rolling-stock  {i.  e.,  engines, 
carriages,  and  trucks)  required  to  carry  on  the  estimated 
amount  of  traffic,  which,  we  shall  suppose,  is  exactly 
equal  to  the  preparations  made  for  its  conveyance. 

Then,  every  year  both  the  "  permanent-way  "  and  the 
rolling-stock  become  deteriorated,  and  depreciated  in 
value,  by  wear.  So  that,  after  a  certain  number  of 
years,  the  rails  and  sleepers  have  to  be  replaced  by  new 
ones,  and  new  engines  and  carriages  have  to  be  bought 
to  replace  the  old  ones.  The  period  of  endurance  of 
those  various  parts  of  a  railway  varies,  of  course,  with 
the  amount  of  traffic,  and  in  some  degree  also  with  the 
gradients  and  other  circumstances.  But  under  given 
circumstances,  the  period  of  endurance  for  the  rails,  car-, 
riages,  &c.,  is  easily  calculable, — much  more  so  than  the 
endurance  of  individual  life,  which  forms  the  basis  of  the 
calculations  and  business  of  a  Life-insurance  company. 

A  Reserve-Fund. 

This  fact  really  determines  what  ought  to  be  the 
course  pursued  by  railway  companies  on  this  point.  A 
railway  company,  on  its  first-  starting,  should  no  more 
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divide  its  full  profits  than  a  life-insurance  company 
should  do  so.     As  every  one  knows,  the  annual  profits 
of  a  life-insurance  company  are  much  greater,  in  pro- 
portion to  the  number  of  insurances,  in  the  first  years 
of  its  existence  than  they  are  afterwards, — seeing  that 
several  years  must  elapse  before  the  deaths  come  up  to 
the  average  rate  of  mortality.     In  like  manner,  in  pro- 
portion to  its  amount  of  traf&c,  the  profits  of  a  railway 
company  are  much  greater  in  its  initial  years  than  at 
the  later  period  when  the  wearing  out  (the  deaths,  so  to 
speak)  of  the  individual  parts  of  its  property  comes  into 
operation.      A  life-insurance  company,  at  its   outset, 
lays-by  a  portion  of  its  profits  as    a  reserve-fund  to 
meet  the  inevitably  larger  expenditure  which  it  must 
incur  in  subsequent  years.    A  railway  company  ought 
to  act  on  the  same  principle.    A  portion  of  the  profits 
in  the  first  years  ought  to  be  set  apart  as  a  Eeserve- 
fund,  to  meet  the  certain  and  serious  additional  charges 
which  will  arise  when  its  permanent-way  and  roUing^ 
stock  are  worn  out.    This  reserve-fund  ought  to  be  no 
greater  than  is  requisite  to  meet  this  replacement  of 
property.     When  such  replacement  becomes  necessary, 
the  amount  of  the  reserve-fund  should  be  used  for  this 
purpose.      And  thereafter  a  new  reserve-fund  should 
be    gradually   established   by  small  deductions   from 
the  annual  profits,  to  meet  the  next  replacements  of  the 
property,  until  the  period  is  reached  when  the  yearly 
replacements  for  each  year  will  correspond  with  the 
average  rate  of  mortality  of  the  materials.* 

*  See  Appendix. 
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Worlcing-Expenses. 

Secondly,  as  to  annual  repairs.  Although  most  of 
these  repairs  really  take  the  form  of  replacements,  yet, 
to  a  certain  extent,  they  must  be  treated  separately. 
It  is  true,  for  example,  that  at  stations  and  par- 
ticular parts  of  the  line  where  the  wear  is  exception- 
ally great,  the  annual  repairs  consist  in  actual  re- 
placements of  the  rails  by  new  ones.  But  these 
annual  replacements  do  not  in  any  way  obviate 
the  necessity  for  a  renewal  of  the  whole  line,  or 
permanent-way,  at  the  given  period.  Say,  merely  in 
illustration,  that  the  rails  at  stations  have  to  be  replaced 
yearly,  while  the  rails  on  all  the  other  extent  of  the  line 
need  only  to  be  replaced  every  ten  years :  then,  it  is 
evident  that  the  entire  replacement  of  the  rails  along 
the  whole  line  will  be  necessary  every  tenth  year,  de- 
spite the  annual  renewal  of  the  rails  at  the  places  of 
exceptional  wear.  Accordingly,  whUe  the  cost  of  re- 
newing the  permanent-way  at  distant  intervals  ought  to 
be  met  by  the  establishment  of  a  Eeserve-fund,  these 
annual  renewals  of  small  parts  of  the  line  ought,  under 
all  circumstances,  to  be  included  in  the  annual  Work- 
ing-expenses. 

Other  kiuds  of  repairs  ought  to  be  similarly  treated, — 
such  as  the  breakiug  of  the  axles  of  the  engines,  the 
wear  of  the  seats  and  UniQg  of  the  carriages,  &c.  These 
(so  to  speak)  prolong  the  life  of  the  engines  and  car- 
riages, but  they  cannot  avert  their  ultimate  death.  A 
period  comes  when,  despite  these  annual  repairs,  new 
engines  and  carriages  must  be  purchased  to  replace  the 
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old  ones.    Such  details,  however,  may  more  appropri- 
ately be  considered  in  the  Appendix. 

But  there  is  another  class  of  expenditure,  the  mode  of 
meeting  which  cannot  rigidly  be  determined.  For  ex- 
ample, suppose  a  great  flood  (unusual  in  this  country, 
but  common  in  India)  destroys  a  large  part  of  the  line  ; 
or  a  great  fire  makes  havoc  in  the  termiual  buildings  of 
the  line ;  or  some  terrible  collision  or  other  catastrophe 
not  only  destroys  a  portion  of  the  rolling-stock,  but 
subjects  the  company  to  heavy  damages.  In  each  and 
all  of  these  cases  the  expenditure  wUl  not  necessarily 
fall  to  be  included  in  the  working-expenses  of  the  par- 
ticular year.  Only  a  portion  of  it  may  be  so  included, 
while  the  remainder  is  spread  over  several  years.  These 
cases,  in  fact,  are  accidents, — they  are  losses  which,  on 
the  average,  only  happen  once  in  so  many  years :  and 
hence  the  loss  arising  from  these  accidents,  instead  of 
being  deducted  entirely  from  the  profits  of  the  particular 
year  in  which  they  occur,  may  be  covered  by  a  small 
deduction  from  the  dividends  for  several  consecutive 
years. 

Charges  to  Capital. 

Thirdly,  as  regards  expenditure  incurred  in  extensions 
of  business.  Such  outlays  of  capital  may  be  made  in 
various  forms.  A  railway  company,  for  the  sake  of  ex- 
tending its  traf&c  and  receipts,  may  make  a  costly  bridge 
over  the  Thames  ;  or  establish  a  terminal  station  and  a 
hotel  in  the  heart  of  London ;  or  it  may  lay  down  new 
rails  to  meet  an  increase  of  trafiSc  on  its  existing  line ; 
or  it  may  make  a  branch-line,  or  an  extension  of  its 

2P 
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main  line,  to  open  np  a  new  source  of  traffic.  •  In  each 
and  all  of  those  cases  the  outlay  ought  not,  and  cannot, 
be  included  in  the  working -expenses.  It  forms  no 
part  of  those  expenses.  It  is  not  a  charge  in  connection 
with  the  present  receipts  of  the  company,  but  an  outlay 
for  the  purpose  of  profitably  increasing  those  receipts. 
Hence  such  an  expenditure  is  not  chargeable  to  Eevenue, 
but  to  Capital. 

Here  we  must  offer  a  word  of  explanation.  To  the 
general  public,  the  terms  "  charging  to  capital,"  "  closing 
the  capital  account,"  &c.,  are  not,  we  apprehend,  very 
intelligible.  "  Charging  to  capital "  means  simply  to 
pay  a  larger  dividend  than  is  furnished  by  the  profits  of 
a  particular  year.  It  is  an  appropriation  of  a  portion  of 
the  capital  to  the  payment  of  dividends.  The  company, 
obviously,  is  not  any  richer  from  this  process,  but  the 
persons  who  are  shareholders  at  the  time  gain  more  than 
they  would  otherwise  do.  In  truth  the  company,  as  a 
permanent  body,  is  ipro  tanto  poorer  by  the  transaction 
ii.  e.,  there  is  less  profit  to  divide  in  future  years), 
but  the  temporary  shareholders  are  richer.  In  short, 
"  charging  to  capital"  is  substantially  an  appropriation 
of  a  part  of  the  prospective  receipts  of  the  company. 
It  is  a  paying  of  interest  on  a  sum  expended  with  a 
view  to  increase  the  receipts  of  the  company,  during  the 
interval  which  must  elapse  before  the  works  so  under- 
taken are  completed,  and  in  anticipation  of  the  addi- 
tional receipts  thereafter  to  be  acquired. 

For  example,  say  that  a  company,  for  the  sake  of 
extending  its  traffic  and  receipts,  makes  an  outlay  of 
£100,000  upon  works  which  cannot  be  completed  until 
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the  lapse  of  two  years.  Then,  as  this  sum  is  "  charged 
to  capital" — in  other  words,  as  interest  has  to  be  paid 
on  it  to  the  shareholders  for  two  years,  although  no  addi- 
tional receipts  are  acquired, — instead  of  raising  simply 
the  £100,000  needed  for  the  works,  nearly  £110,000 
must  be  raised,  in  order  to  pay  the  two  years'  interest  at 
5  per  cent.  This  sum  (whether  subscribed  by  the  share- 
holders or  raised  by  debentures)  becomes  part  of  the 
permanent  capital  of  the  company.  Then  say  that  in 
the  third  year  this  outlay  bears  fruit  in  an  increase  of 
net  receipts  of  £6000, — equal  to  5^  per  cent  on  the 
£110,000  :  in  such  a  case  the  position  of  the  company, 
even  after  paying  interest  on  the  sum  for  two  ye  ars  a 
5  per  cent,  is  better  than  before.  If  the  interest  on  this 
outlay  were  not  "  charged  to  capital,"  the  shareholders 
during  the  two  years  when  the  works  were  simply  in 
progress,  and  therefore  yielding  no  return,  would  lose 
5  per  cent  on  this  sum,  solely  in  order  that,  after  the 
expiry  of  the  two  years,  other  shareholders  might  gain  6 
per  cent;  whereas  by  the  system  of  charging  such  expen- 
diture to  capital,  the  present  shareholders  are  adequately 
compensated  for  the  investment,  while  the  shareholders 
of  the  future  are,  it  may  be,  still  better  off. 

Of  course,  if  such  outlays  are  foolishly  made,  the 
system  of  charging  to  capital  temporarily  compensates 
the  shareholders,  while  increasiug  the  future  loss  of  the 
company  in  connection  with  this  investment.  If  this 
extension  of  the  company's  business  when  completed 
yields  only  4  per  cent,  while  the  shareholders  for  two 
j^ears  have  been  paid  5  per  cent  on  the  amount,  then  of 
course  the  subsequent  position  of  the  company  is  slightly 
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impaired.  But  sucli  investments  are  a  mistake.  The 
money  for  them  would  not  be  subscribed  at  all  if  they 
were  not  expected  to  pay  5  per  cent.  Hence  the  mere 
possibility  of  such  outlays  proving  uuremunerative  can- 
hot  be  advanced  as  a  reason  against  the  present  system 
of  charging  to  capital  the  interest  on  the  amount  while 
the  works  are  in  progress. 

Again,  an  expenditure  may  be  made  not  in  the  hope 
of  acquiring  new  traffic  or  an  addition  to  the  gross 
revenue  of  the  company,  but  for  the  purpose  of  lessen- 
ing the  annual  working-expenses.  In  this  case  also,  the 
interest  on  the  sum  expended  may  fairly  be  "  charged 
to  capital."  It  is  a  reproductive  expenditure :  for, 
though  the  gross  receipts  of  the  company  remain  as 
before,  the  net  profits  in  future  years  will  be  increased.* 

It  has  been  frequently  maintained  of  late,  that  every 
railway  company  should  "  close  its  capital  account " 
after  a  certain  number  of  years.  This  is  a  very  errone- 
ous statement.  It  is  not  a  question  of  time,  but  of 
opportunity.  To  "close  the  capital  account"  simply 
means  not  to  extend  the  business  of  the  company.  If 
there  is  no  opportunity  for  profitably  extending  the 
business  of  a  company,  then  the  "  capital  account "  may 
be  closed  at  once.  On  the  other  hand,  if  there  is  a  pro- 
fitable field  for  extending  its  operations,  the  mere  length 
of  time  that  a  company  has  been  in  existence  in  no  way 
affects  the  question  whether  or  not  the  company  shoidd 
undertake  this  extension  of  its  business.  It  is  simply, 
we  repeat,  a  question  of  profits,  of  opportunity, — not  of 
time. 

*  See  Appendix. 
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A  mucli  more  important  question  in  connection  with 
"  capital  accounts,"  or  "  charging  to  capita]/'  has  recently- 
been  discussed  in  a  series  of  leading  articles  in  the 
Times.  In  these  articles  it  has  been  maintained  that 
there  should  be  no  "charging  to  capital"  at  all,  and 
that  the  dividend  of  a  company  should  never  exceed  the 
net  profits  made  by  the  company  during  the  particular 
year.  At  first  sight,  it  may  seem  a  self-evident  proposi- 
tion that  a  yearly  dividend  should  not  in  any  case,  or  to 
any  extent,  be  paid  out  of  "  capital,"  and  should  only  be 
drawn  from  the  actual  revenue.  Nevertheless,  if  the 
question  be  regarded  from  a  practical  point  of  view,  it 
will  be  found  that  this  proposition,  so  far  from  being  an 
axiom,  is  absolutely  erroneous.  It  will  be  found  that 
the  revenue  of  a  railway  company  for  any  one  year  is  no 
absolute  criterion  for  the  amount  of  dividend  which  such 
a  company  should  pay.  In  some  cases,  the  dividend 
paid  ought  to  be  less  than  the  actual  revenue  of  the  year; 
in  other  circumstances,  it  may  legitimately  be  greater. 

As  already  shown,  in  the  initial  years  of  a  railway 
the  dividend  ought  to  be  less  than  the  amount  of  re- 
venue received;  seeing  that  a  portion  of  these  profits 
ought  to  be  set  apart  as  a  reserve -fund,  in  order  to 
meet  the  heavy  expense  requisite  in  some  future  year 
or  years  in  replacing  alO^e  the  permanent-way  and  the 
rolling-stock.  On  the  other  hand,  the  dividend  may 
legitimately  be  greater  than  is  justified  by  the  receipts 
of  any  particular  year  or  years  during  which  a  company 
has  made  an  outlay,  a  new  investment  of  capital,  for  the 
purpose  of  extending  its  business  and  its  profits. 

We  have  already,  by  anticipation,  touched  this  ques- 
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tion:  but  let  -us  now  consider  it  fully.  Say  again,  that 
a  railway  company,  for  the  sake  of  increasing  its  trafS6 
and  receipts,  makes  a  costly  bridge  over  the  Thames ;  or 
establishes  a  terminus  and  a  hotel  in  the  heart  of  Lon- 
don ;  or  makes  a  branch-line  or  "  extension "  of  half-a- 
dozen  miles,  to  open  up  a  new  source  of  traffic.  In  such 
cases,  £100,000  may  be  expended  in  a  single  year  with- 
out any  return.  Yet  the  position  of  the  company,  may 
remain  as  good,  or  may  be  better,  than  if  no  such  (tem- 
porarily profitless)  expenditure  had  been  incurred.  Are 
the  shareholders,  then,  to  receive  no  dividend  at  all  for 
that  year,  merely  because  the  net  receipts  of  that  year 
only  cover  the  expenditure,  although  the  financial  posi- 
tion of  the  company,  the  actual  value  of  the  railway,  is 
at  least  as  great  as  ever  ?  Even  private  traders  do  not 
act  on  such  a  principle ;  they  do  not  reduce  themselves 
to  starvation  every  time  they  invest  their  money  in 
business :  and  still  less  is  such  a  course  applicable  to 
the  management  of  a  public  company.  The  principle  is 
wrong  in  itself — it  is  erroneous  in  all  cases ;  but  it  is 
especially  inapplicable  to  railway  companies.  Consider 
the  facts  of  the  case : — 

Requirement  for  Steady  Dividends. 

The  expenditure  and  receipts  of  a  railway  company 
cannot  be  dealt  with  in  the  same  fashion  as  those  of  an 
individual  trader.  The  money  invested  in  railways  is  a 
portion  of  the  surplus  wealth  of  the  country, — a  part  of 
the  reserve-wealth  of  many  hundreds  or  thousands  of 
individuals,  who  do  not  choose  to  trade  in  that  wealth 
on  their  own  account.    A  farn^er  who,  fortified  by  a 
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long  lease,  employs  his  capital  in  reclaiming  waste 
lands — or  a  manufacturer  who  enlarges  his  factory,  or 
adopts  new  machinery  of  a  better  kind,  or  who  builds  a 
new  factory  for  the  enlargement  of  his  business, — may 
possibly  submit  to  the  temporary  decrease  of  his  receipts, 
occasioned  by  this  outlay,  for  the  sake  of  the  increased 
profits  which  he  will  make  in  future  years.  But  the 
case  is  different,  and  must  be  different,  with  railway- 
shareholders.  They  are  not  permanent  but  temporarjr 
investors.  The  money  which  they  invest  in  railway- 
shares  is  a  temporary  investment.  It  is  their  reserve- 
wealth  :  and  what  they  especially  require  is,  that  they 
may  at  all  times  have  the  power  to  recover  that  wealth 
— to  re-convert  it  into  money.  Every  year  the  share-list 
of  a  railway  company  varies,  some  men  selling  out  and 
others  buying  in.  The  prime  value  of  railway-shares, 
in  fact,  consists  in  their  value  as  reserve-wealth, — as  a 
negotiable  commodity  convertible  into  money  at  wUl. 

But  this  quality  of  railway-shares  would  entirely 
disappear  if  the  dividends  payable  on  them  were  to  be 
regulated  solely  by  the  net  receipts  of  each  particular 
year.  If  a  line  which  ordinarily  pays  5  per  cent  were, 
in  some  year,  to  pay  no  dividend  at  all,  the  price  of  the 
shares  would  be  immensely  depreciated  below  their 
ordinary  value,  although  the  actual  value  of  the  line 
remained  as  good  as  ever ;  and  for  this  reason,  that  the 
only  index  of  the  profitableness  of  a  railway  to  the 
general  public  is  the  amount  of  its  dividend.  We  re- 
peat, the  capital  invested  in  railways  is  a  portion  of  the 
surplus  wealth  of  the  community,  and  it  is  impossible 
to  expect  that  the  general  public  can  ever  enter  fully 
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and  minutely  into  the  financial  position  of  a  railway 
company.  If  the  general  public  is  to  continue  to  invest 
in  railways,  there  must  be  some  clear  and  definite  proof 
that  such  investments  yield  a  fair  amount  of  profit. 

A  private  trader  knows  his  own  business  thoroughly. 
AVhether  it  be  a  farmer  who  invests  his  spare  wealth  in 
reclaiming  waste  lands,  or  a  manufacturer  who  extends 
his  factory  or  replaces  his  old  machinery  by  new  and 
more  profitable  appliances, — ^in  all  such  cases  the  indi- 
vidual trader  knows  exactly  what  he  is  about.  But,  we 
repeat,  the  persons  who  buy  railway-shares  belong  to 
quite  another  category.  They  do  not  employ  this  por- 
tion of  their  wealth  in  their  own  business, — ^in  many 
cases  they  are  not  traders  at  all ;  they  simply  make  an 
investment  in  a  kind  of  business  which  they  think  will 
yield  a  fair  return,  but  of  the  details  of  which  busi- 
ness they  know  little  or  nothing.  If  it  were  necessary 
for  them  to  master  aU  the  questions  of  railway-manage- 
ment, they  certainly  would  not  invest  their  money  in 
shares  which  yield  only  4  or  5  per  cent.  Even  a  farmer, 
whose  capital  yields  less  than  any  other  trader's,  expects 
a  profit  of  8  per  cent,  and  a  manufacturer  or  shopkeeper 
expects  double  that  amount.  It  is  only  because  the 
investors  in  railways  do  not  expect  to  be  compelled  to 
master  all  the  details  of  the  business, — it  is  only  because 
they  are  entitled  to  regard  themselves  as  "  sleeping  part- 
ners,"— that  they  are  willing  to  invest  their  money  in 
such  undertakings  at  4  or  5  per  cent. 

What  follows?  Simply  this,— that  there  must  be 
some  patent  means  of  showing  the  profits  of  railway 
companies,  as  an  index  to  the  general  pubUc  who  sup- 
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port  such  enterprises.  And  there  is,  and  can  be,  no 
index  of  this  kind  so  efficient  as  the  rate  of.  dividend 
which  those  companies  pay.  The  shareholders,  we 
repeat,  are  a  fluctuating  body,  and  the  first  requisite  of 
railway-shares  is  that  they  should  command. a  steady 
price  in  the  market.  Yet  this  is  impossible  if  their 
dividends  are  liable  to  fluctuate  from  5  per  cent  to  nil. 

Accordiugly  there  are  two  important  respects  in 
which  railway-property  difi'ers  from  that  of  a  private 
trader.  As  the  shareholders  are  a  fluctuating  body,  it 
is  imperative,  as  an  act  of  simple  justice,  that  the  divi- 
dend should  every  year  be  equal  to  the  current  value 
of  the  property,  as  represented  not  only  by  the  actual 
revenue,  but  by  the  interest  on  any  outlay  of  capital 
invested  for  the  purpose  of  increasing  the  receipts  of 
future  years.  In  the  case  of  a  fluctuating  body  of 
shareholders  it  is  actual  injustice  to  reduce  the  divi- 
dend of  a  particular  year,  when  an  outlay  for  new 
works  is  being  made,  simply  with  the  result  of  greatly 
adding  to  the  dividends  in  future  years  after  the  works 
are  completed. 

This  is  the  main  point.  But,  secondly,  whether  the 
dividend  is  to  exceed  the  revenue  of  any  particular 
year,  by  the  payment  of  interest  on  capital  which  is 
temporarily  unprofitable  (i.e.,  during  the  period  when 
the  new  works  are  in  progress) ;  or  whether  the  di\i- 
dend  is  to  be  kept  below  the  revenue,  in  order  to  form 
a  reserve-fund  for  inevitable  replacements  of  the  pro- 
perty :  in  either  case,  a  great  object  is  attained, — namely, 
that  of  keeping  the  dividends  at  as  steady  an  amount  as 
is  compatible  with  the  circumstances  of  the  railway,  so 
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as  to  be  a  true  and  fair  index  of  the  company's  financial- 
condition. 

Audit  of  the  Accounts. 

As  has  been  shown,  one  important  means  towards 
placing  the  credit  of  railway  companies  on  a  sound 
footing,  is  the  adoption  of  a  uniform  system  of  railway 
accounts,  drawn  up  on  the  principles  which  we  have 
enunciated.  But  another,  point  is  also  requisite,— 
namely,  that  there  should  be  a  suitable  guarantee  for 
the  genuineness  of  the  accounts  so  rendered.  How 
is  this  to  be  obtained  ? 

For  the  Government  to  undertake  an  of&cial  audit  of 
the  accounts  of  raOway  companies  is  a  course  not  likely 
to  be  adopted.  It  is  open  to  several  objections.  To 
extend  such  an  audit  to  the  accounts  of  all  the  joint- 
stock  companies  of  the  kingdom  is  really  impracticable  ; 
and  to  restrict  it  only  to  railway  companies  would  be 
an  expenditure  of  the  public  money  which  might  justly 
be  objected  to  by  the  community  at  large.  Moreover, 
if  this  audit  were  made  by  the  Board  of  Trade,  the 
Government  would  be  directly  responsible  for  the  cor- 
rectness of  aU.  the  accounts  thus  audited  by  its  offi- 
cials ;  and,  if  any  serious  errors  occurred  iu  the  balance- 
sheets  thus  issued  "by  authority,"  the  Government 
would,  morally  at  least,  be  responsible  for  any  loss  to 
individuals  arising  from  the  misrepresentation  of  a 
company's  financial  position.  If  an  individual,  relying 
upon  the  Government  balance-sheet  of  a  company,  were 
to  invest  largely  in  the  shares  of  that  company,  and 
were  thereafter  to  incur  heavy  loss  upon  the  investment 
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in  consequence  of  the  audit  having  misrepresented  the 
financial  position  of  the  company,  it  is  difScult  to  see 
upon  what  ground  the  Government  could  resist  a  claim 
for  compensation. 

But  the  matter  could  be  satisfactorily  arranged  in  a 
slightly  different  form.  The  prime  requisite  is  simply 
that  the  accounts  should  be  made  up  on  a  uniform  sys- 
tem, and  that  the  audit  should  be  made  by  competent  men 
■whose  position  shall  be  such  as  to  free  them  from  any 
motive  for,  or  suspicion  of,  partiality.  The  auditors  at 
present  employed  on  railway-accounts  are  not  so  circum- 
stanced. They  are  dependent  for  their  salaries  upon  the 
companies  whose  accounts  they  are  employed  to  report 
upon.  The  prime  requisite  of  the  case,  then,  is,  to 
render  the  auditors  of  railway-accounts  independent 
alike  of  the  directors  and  of  the  shareholders.  This 
object  could  be  fully  attained  by  the  establishment  of  a 
Board  of  Eailway  Audit,  the  members  of  which  should 
be  appointed  by  the  Government  simply  in  its  capacity 
as  a  neutral  and  competent  party.  The  Government,  of 
course,  will  be  responsible  for  the  appointment  of  com- 
petent men,  but  no  further.  And  the  expenses  of  this 
Board  of  Audit  vriU  be  borne  by  the  companies  which 
desire  to  avail  themselves  of  it.  The  duties  of  the 
auditors  thus  appointed  will  be  to  see  (1),  that  the 
accounts  of  the  railway  companies  are  made  up  in 
accordance  with  a  uniform  system  to  be  agreed  upon  ; 
and  (2)  that  these  accounts  are  genuine.  It  might  also 
be  enacted  that  the  directors  be  held  penally  respon- 
sible for  liona  fides  in  the  statement  which  they  render 
of  the  company's  accounts^ 
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But  these  auditors  shall  have  no  power  to  prescribe  the 
amount  of  dividend  to  be  paid  by  any  company.  The 
statement  of  accounts  thus  drawn  up  in  the  prescribed 
form,  and  duly  examined  by  the  Board  of  Audit,  will  be 
submitted  to  the  shareholders ;  but  the  balance  thus 
shown  wUl  not  necessarily  regulate  the  dividend  to  be 
paid  by  the  company.  That  is  a  matter  which  must  be 
left  to  the  shareholders  themselves.  They  must  be  left 
free,  as  at  present,  to  make  any  ^dividend  they  choose. 
They  may  divide  less  than  the  total  amount  of  the  half- 
year's  profits,  if  they  please  (devoting  the  surplus  to 
the  establishment  of  a  reserve-fund,  which  would  be 
a  good  innovation  on  the  present  practice), — and  they 
are  not  Likely  to  err  in  this  direction.  But  they  must 
also  be  left  free,  as  at  present,  to  make  the  dividend 
larger  than  is  justified  simply  by  the  half-year's  re- 
ceipts,— seeiag  that  freq^uently  they  have  to  make  an 
outlay  which,  though  essentially  wise  and  profitable  for 
the  company,  does  not  yield  any  return  during  the 
half-year  in  which  it  is  made.  A  railway  company  is 
quite  as  much  entitled  to  draw  occasionally  upon  the 
profits  of  the  future  as  a  private  trader  is ;  nor  is  it 
possible  for  a  fluctuating  body  of  shareholders  to  carry 
on  their  business  properly  without  this  power. 

Insolvent  Railways. 

A  Eailway  differs  in  many  respects  from  other  kinds 
of  property :  accordingly  the  law  relating  to  insolvent 
railway  companies  is  of  a  peculiar  and  exceptional 
character.  The  rights  of  creditors  have  to  be  subordi- 
nated to  the  interests  of  the  public.    A  creditor  is  not 
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allowed  to  impound  any  portion  of  a  railway  company's 
property ;  for  such  a  seizure  of  the  rolling-stock  or  other 
adjuncts  of  the  liae  would  stop  or  impede  the  traffic,  and 
thereby  seriously  inconvenience  the  puhlic.  Nor  is 
any  creditor  allowed,  hy  promptitude  in  establishing  his 
claim,  to  obtain  priority  of  payment  over  the  other 
creditors  :  whether  he  be  a  debenture-holder  or  a  com- 
mon creditor,  he  is  only  entitled,  in  the  case  of  an 
insolvent  company,  to  rank  pari  passu  with  the  class 
of  creditors  to  which  he  belongs.  This  is  expedient  for 
the  interests  of  the  public  ;  but  it  is  also  a  great  advan- 
tage to  railway  companies :  for  it  insures  that  the  bank- 
ruptcy of  a  railway  company  will  not  be  occasioned  by 
the  mere  action  of  a  sharp-witted  individual,  but  will 
only  take  place  when  the  company's  embarrassments 
have  become  so  serious  as  to  induce  a  large  body  of  the 
creditors  to  agree  upon  this  course. 

Another  peculiar  difference  between  an  insolvent  rail- 
way company  and  ordinary  bankrupt  concerns  is,  that 
a  railway  company  cannot  die.  However  burdened  with 
debt,  it  remains  immortaL  When  a  private  individual 
or  an  ordinary  company  fails,  the  business  in  most  cases 
simply  ceases ;  and  the  goods  or  buildings  connected 
with  it  are  sold  off  to  different  purchasers.  But  a  rail- 
way, once  made,  remains  an  enduring  fact:  pubKc 
interests  require  that  it  shall  not  be  dismantled,  de- 
stroyed ;  and  in  order  to  its  working,  there  must  always 
be  a  Company.  Individual  shareholders  in  an  insolvent 
railway  may  sell  out, — but  the  Company,  as  a  corporate 
body,  must  continue  to  exist. 

Doubtless  the  same  object  would  be  attained  by  allow- 
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iiig  one  company  to  expire  and  another  to  tate  its  place, 
— 'by  tlie  process  of  selling  the  bankrupt  railway  to  pur- 
chasers, who  would  form  themselves  into  a  new  company. 
And  unquestionably  this  is  the  most  natural  course  to 
take.  It  is  only  treating  a  bankrupt  railway  company 
on  the  same  principle  as  other  bankrupts.  And  this 
was  the  course  originally  proposed  in  the  Bill  brought 
forward  last  summer  by  the  Board  of  Trade.  But  it  was 
vehemently  opposed  by  the  railway  companies  :  speci- 
ally on  the  ground  that  a  railway,  if  put  up  for  sale, 
would  not  realise  anything  like  its  value,  owing  to  the 
impossibility  of  securing  effective  competition, — the 
bidding,  they  said,  would  practically  be  confined  to  a 
few  great  capitalists,  or  to  public  companies,  who  would 
profit  largely  by  their  exclusive  possession  of  the  field. 
This  would  be  true  if  a  railway  were  put  up  for  sale  "  in 
block."  But  such  a  mode  of  procedure  is  not  necessary : 
the  property  might  be  put  up  in  lots  or  shares,  say 
of  £100  each,  to  public  competition, — with  the  proviso 
that  no  purchaser  should  be  bound  by  his  offer  unless 
the  whole  property  were  sold.  The  purchasers  of  the 
railway  would  then  constitute  a  new  company,  and  the 
liae  would  be  worked  as  before. 

The  opposition  of  the  companies,  however,  was  suc- 
cessful :  the  clause  providing  for  the  sale  of  insolvent 
railways  was  struck  out  of  the  Bill :  and  in  lieu  of  it  the 
following  plan  was  adopted  and  embodied  in  the  Act. 
Any  company  which  cannot  meet  its  engagements  may 
file  in  Chancery  a  "  scheme  of  arrangement :"  whereupon 
all  actions  against  it  wiU  be  suspended,  and  the  com- 
pany will  be  allowed  at  least  three  months  to  obtain  the 
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assent  of  its  creditors  to  the  proposed  arrangement.  If 
this  assent  be  obtained,  the  company,  subject  to  this 
arrangement,  will  carry  on  its  business  as  before.  But 
if  no  "  scheme  of  arrangement "  is  filed  by  the  Directors, 
or  accepted  by  the  creditors  and  shareholders,  then  any 
creditor  who  has  obtained  a  judgment  against  the  com- 
pany may,  "  by  a  petition  in  a  summary  way  to  the 
Court  of  Chancery,  obtain  the  appoiatment  of  a  Eeceiver, 
and,  if  necessary,  of  a  Manager;"  and  the  net  revenue 
received  by  these  officers  shall  be  applied  in  payment 
of  the  debts  of  the  company,  "  according  to  the  rights 
and  priorities"  of  the  creditors.  "When  all  the  debts 
are  paid  off,  the  duties  of  the  Eeceiver  and  Manager 
will  cease :  and  the  company,  released  from  Chancery, 
will  then  go  on  as  before. 

Under  this  plan,  the  security  of  railway  creditors  is 
not  so  good  as  if  an  insolvent  railway  were  liable  to  be 
sold,  like  other  bankrupt  property.  It  is  true  that^the 
whole  net  revenue  of  an  insolvent  railway  is  secured  for 
the  creditors  ;  but  this  provision  by  no  means  insures  a 
prompt  settlement  of  the  company's  debts, — seeing  that 
these  (including  the  debentures)  greatly  exceed  the. 
annual  revenue  of  any  line.  "Whereas,  if  insolvent  rail- 
ways were  put  up  to  sale,  the  proceeds  would  suffice  to 
pay  every  creditor  promptly  and  in  fuU. 

Doubtless,  this  important  change  in  the  Bill  was. 
made  chiefly  out  of  deference  to  the  exceptional  difficul- 
ties of  the  time.  A  large  number  of  railway  companies 
are  in  an  insolvent  condition,  and  an  absolute  panic, 
prevails  in- regard-  to  railway  property;  and  if  the  lines 
belonging  to  those  companies  had- been  put  up  for  sale, 
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the  result  would  have  been  disastrous  beyond  measure 
to  the  shareholders.  We  feel  confident  that  such  a  state 
of  affairs  is  only  temporary,  and  that  in  future  the  bank- 
ruptcy of  a  railway  company  will  be  an  exceedingly  rare 
event.  Nevertheless,  the  plan  now  adopted  for  dealing 
with  insolvent  railways  is  open  to  no  very  serious  objec- 
tions ;  and  undoubtedly  it  is  a  great  improvement  upon 
the  previous  state  of  the  law. 

The  only  suggestion  which  we  have  to  make  relates  to 
a  matter  of  detail.  The  Court  of  Chancery  has  no  spe- 
cial kaowledge  of  railway  affairs.  If — as  is  usual — 
officials  of  the  bankrupt  railway  be  appointed  to  con- 
duct the  liquidation,  good  and  well.  But  if  it  be  found 
necessary  to  depart  from  this  course,  then  we  think  that 
the  duties  of  the  Eeceivers  and  Managers  should  be  dis- 
charged by  members  of  the  Board  of  Audit, — officials 
who  would  naturally  be  fully  competent  for  such  work. 
It  is  notorious  that  individuals  occasionally  seek  to  force 
railway  (as  well  as  other)  companies  into  Chancery,  in 
the  hope  that  they  may  obtain  lucrative  appointments 
in  connection  with  the  insolvent  property.  Moreover, 
as  the  Eeceivers  and  Managers  to  be  appointed  by 
the  Court  of  Chancery  would  receive  salary  according 
to  the  length  of  time  they  are  engaged  in  the  work  of 
liquidation,  they  would  have  a  motive  for  prolonging 
the  work  as  long  as  possible.  No  suspicion,  even,  of 
such  a  motive  could  arise  if  the  work  of  liquidation 
were  discharged  by  the  proposed  Board  of  Eailway 
Audit.  The  members  of  that  Board  would  receive  fixed 
salaries,  and  consequently  woiild  have  no  motive  for 
prolonging  their  work. 


THE  FUTURE  OF  EAILWATS.  609 

Moreover,  the  more  numerous  such  a  Board  can  be 
made,  -with  due  regard  to  economy,  the  more  efficient 
will  it  be.  If  such  a  Board  were  established,  we  believe 
every  railway  company  in  the  kingdom  would  willingly 
avail  itself  of  this  neutral  and  authoritative  audit  of  its 
accounts.  And  as  the  insolvency  of  a  railway  company 
will,  we  firmly  believe,  be  a  very  rare  occurrence  in  the 
future,  we  thiuk  that  the  liquidation  in  such  a  case 
might  be  efficiently  discharged  by  this  Board,  without 
greatly  adding  to  its  labours ;  while  the  payments  made 
for  conducting  such  liquidations  would  enable  the  State 
to  constitute  the  Board  of  Audit  on  a  footing  of  most 
perfect  efficiency. 


THE  FUTURE  OF  EAILWAYS. 

Despite  the  present  depressed  condition  of  railway 
property,  we  believe  that  of  all  the  numerous  lines  now 
constructed  there  is  not  one  which  is  not  fitted  to  be- 
come remunerative.  We  do  not  say  that  eveiy  one  of 
them  wiU  yield  an  adequate  return  on  the  capital 
originally  invested  ia  it.  That,  in  truth,  is  a  question 
of  the  Past.  The  exorbitant  portion  of  the  capital 
invested  in  railways  has  now,  practically,  been  struck 
oS  and  put  out  of  consideration,  by  the  proportionate 
fall  that  has  taken  place  in  the  value  of  the  property. 
The  discount  on  the  shares  of  the  mismanaged  com- 
panies represents  that  amount  of  misspent  capital  But, 
at  present  prices,  we  believe  there  is  no  railway  in  the 
kingdom  which  does  not  present  a  fair  field  for  invest- 

2  Q 
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■ment.  Not  merely  the  immense  moral  depression  occa- 
sioned by  the  Panic  and  damaging  revelations  of  the 
■past  year,  but  also  the  abnormal  depression  of  Trade, 
have  suf&ced  to  reduce  the  price  of  railway-shares  be- 
low their  just  level.  And  as  the  feeling  of  panic  and 
distrust  wears  off,  and  the  industrial  energies  of  the 
country  resume  their  normal  progress,  the  value  of  the 
shares  will  unquestionably  rise. 

In  fact,  the  future  is  full  of  solid  hope.  The  con- 
struction of  railways  is  far  from  being  at  an  end. 
It  must  and  wiU  go  on.  And  aU  of  those  new 
lines  win  be  so  many  feeders  to  the  lines  already 
constructed.  Nearly  all  the  trunk-lines  which  the 
country  requires  are  already  made :  so  that  the  hew 
lines  wiU  be  almost  exclusively  branch  -  Knes,  bring- 
ing down  traffic  to  the  existing  lines.  It  is  as  if 
all  the  great  river  -  courses  of  the  country  were  ex- 
cavated, and  partially  filled  with  the  superabundant 
waters,  while  their  tributary  rivulets  had  as  yet  hardly 
begun  to  flow, — ^had  not  yet  established  beds  for  them- 
selves, and  only  reached  the  main  rivers  sparsely  and 
defectively,  trickling  down  the  hOlsides  and  percolating 
slowly  through  the  marshy  flats  of  the  valleys. 

The  general  belief  at  present,  even  among  those  who 
take  the  most  hopeful  view  of  the  work  of  railway- 
extension,  is,  that  aU  that  remaias  to  be  accomplished 
in  the  futxire  is  the  construction  of  branch-lines.  And 
■this,  we  have  said,  wiU  certainly  be  the  main  form  of 
jailway-extension  in  the  future.  But  urban  and  sub- 
urban railways  will  ere  long  be  constructed  in  great 
numbers.     And  also,  we  believe,  a  new  kind  of  rail- 
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ways — Klines  with  a  different  purpose  than  any  already 
in  use  —  will,  to  some  extent,  come  into  play.  We 
mean  lines  specially  constructed  for  rapidity  of  pas- 
senger-trafSc.  At  present,  no  mere  passenger -lines. 
wiLL  pay,  —  except  purely  city  lines,  like  the  London 
Metropolitan.  But  in  course  of  time  the  case  will 
alter.  "  Time  is  money.''  Every  hour  saved  in  transit 
from  place  to  place  is  so  much  gain  to  the  man  of 
business.  Hence  we  believe  that  ere  long  we  may 
expect  to  see  some  lines  constructed  especially  for 
rapidity  of  transit, —  taking  a  straight  course  from 
starting-point  to  terminus,  and  devoted  specially  to 
express-trains  for  the  conveyance  of  passengers. 

But,  putting  aside  these  exceptional  lines,  which  ne- 
cessarily will  be  very  few  in  number  (and  most  of  which 
will  doubtless  be  constructed  simply  by  widening  the 
present  trunk-lines,  and  devoting  the  new  rails  to  ex^ 
press-trains),  let  us  consider  railway-extension  in  the 
main  form  which  it  wOl  take :  namely,  the  construction 
of  branch-lines, — or  rather,  minor  lines,  connected  with 
the  great  lines,  but  most  of  them  worked  by  indepen- 
dent companies,  and  many  of  them  constructed  on  a 
narrower  gauge. 

The  superiority  of  steam-power  to  horse -labour 
is  one  of  the  elements  of  our  industrial  progress. 
This  is  more  and  more  acknowledged  every  year  in 
all  forms  of  production ;  and  steam  will  continue 
to  displace,  or  at  least  more  and  more  supplement, 
horse-power  as  a  means  of  locomotion.  Every  town 
at  present  unconnected  with  our  railway-system  will 
ere  long  place  itself  in  connection  with  those  great 
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arteries  of  traffic  by  a  brancli-line  of  its  own.  And 
every  valley  or  rural  district  where  horse-power  alone 
is  at  present  used  as  a  means  of  locomotion,  wUl  soon 
supply  itself  with  means  of  transit  in  the  superior  form 
of  a  railway. 

Eailways,  in  truth,  have  already  far  overpassed  the 
limits  originally  assigned  to  their  power.  They  now 
can  ascend  heights  which  were  formerly  deemed  insur- 
mountable by  them ;  they  also  can  wind  round  curves, 
and  a  succession  of  curves,  of  almost  as  small  a  radius  as 
that  which  is  thought  safe  for  horse-traffic.  But  more 
than  this  is  wanted  in  order  to  carry  the  advantage  of 
the  railway-system  into  our  agricultural  valleys  and 
outlying  districts.  That  those  valleys,  however  steep 
and  winding,  can  be  penetrated  by  railways,  we  do  not 
consider  doubtful.  But  then,  there  must  not  only  be 
the  power  of  railways  to  do  this:  there  is  the  other 
indispensable  requisite  that  the  work  should  be  done 
cheaply,  so  that  those  sparsely-peopled  outlying  districts 
may  be  able  to  avail  themselves  of  this  superior  mode 
of  locomotion.  In  such  purely  rural  railways — mere 
feeders  of  the  rapid  trunk-lines — speed  is  not  wanted. 
A  rate  of  ten  or  twelve  miles  an  hour  is  ample.  Now 
this  low  rate  of  speed  will  at  once  supply  the  element 
of  cheapness.  At  such  an  average  speed,  curves  as 
sharp  as  any  that  are  needed  may  be  safely  encoun- 
tered ;  the  hne  may  wiad  as  much  as  any  ordinary 
hni-road.  The  gradients  may  also  be  of  the  steepest. 
And  lastly,  the  rails  may  be  very  light  compared  to 
those  on  our  present  lines,  which  are  made  for  a  cease- 
less traffic  at  a  high  speed.    Low  speed,  light  rails,  and 
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a  narrow  gauge, — these  are  the  only  requisites  for  a 
profitable  extension  of  the  railway-system  to  our  agri- 
cultural districts.  And  the  advantages  of  the  introduc- 
tion of  railways  into  those  outlying  districts  would  be 
immense.  It  would  not  only  diminish  the  cost  of  con- 
veying to  market,  sheep,  cattle,  and  the  produce  of  the 
fields ;  but  it  woidd  enable  farmers  to  get  upon  easy 
terms  a  supply  of  lime,  manure,  and  all  the  other  requi- 
sites of  production  :  so  that  the  producing  power  of  our 
outlying  agricultural  districts  would  be  vastly  increased. 
The  reclamation  of  waste  lands,  and  the  improvement  of 
lands  already  under  culture,  would  thereafter  go  on  with 
a  rapidity  impossible  before. 

Next,  let  us  consider  the  financial  method  to  be  em- 
ployed in  the  construction  of  these  new  lines.  Firstly, 
as  regards  the  few  lines  specially  adapted  for  rapidity  of 
passenger-traffic.  These  will  necessarily  be  constructed 
by  the  same  method  as  that  which  now  prevails, — 
namely,  by  companies  whose  shareholders  are  drawn  from 
the  general  mass  of  capitalists  in  the  kingdom — from  men 
whose  only  motive  for  subscribing  is  a  desire  to  get  a 
good  profit  on  the  money  which  they  invest  in  the  under- 
taking. Secondly,  in  regard  to  the  branch-lines,  either 
(1)  connecting  towns  at  present  isolated  from  our  rail- 
way-system, or  (2)  opening  up  outlying  rural  districts. 
In  both  of  these  cases  the  enterprise  wiU.  be  purely  local 
— undertaken  solely  by  the  inhabitants  of  the  district. 

Let  us  take  the  second  of  these  cases  first.  It  is  ob- 
vious that  the  persons  who  will  chiefly  and  most  perma- 
nently gain  by  the  construction  of  such  rural  lines  are 
the  Landowners.   Por  the  sake  of  permanently  increasing 
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the  value  of  their  land,  these  men  will  be  the  chief  pro- 
moters of  the  new  lines.  They  will  be  the  largest  sub- 
scribers, and  will  also  give  the  ground  for  the  railway 
either  gratis  or  at  a  merely  nominal  price.  The  Farmers 
-will  also  take  shares  in  the  lines,  especially  when  they 
hold  leases;  and  it  is  not  improbable  that  the  land- 
owners, for  their  own  interest,  will  specially  extend  the 
leases  of  those  tenants  who  are  willing  to  become  sub^ 
scribers  to  the  undertaking.  In  this  way — the  enterprise 
being  purely  local — ^there  wiU  be  no  rivalry  between  the 
interests  of  the  railway  company  and  the  interests  of  the 
local  public.  The  men  who  need  the  railway  will  also 
be  its  shareholders.  So  that  the  running  of  the  trains, 
and  the  charges  for  traf&c  and  transit,  will  be  regulated 
in  exact  conformity  with  the  interests  of  the  local  public. 
In  fact,  it  will  be  the  excellent  system  of  Co-operative 
Societies  applied  to  the  construction  of  railways. 

2.  If  the  motive  for  the  construction  of  a  branch-line 
be  not  so  much  the  opening  up  of  an  agricultural  dis- 
trict as  the  interests  of  a  little  town  which  desires  to 
place  itself  in  connection  with  the  railway-system  of  the 
■country — and  generally  both  of  those  motives  will  co- 
exist,— it  is  obvious  that  the  Town  itself,  as  a  corporate 
body,  will  have  to  undertake  a  part  of  the  subscrip- 
tions to  the  new  line,  in  addition  to  the  Landowners  and 
Farmers  whose  property  wOl  be  benefited  by  the  under- 
taking. This  brings  us  to  another  new  feature  in  the 
work  of  railway-extension.  For  we  believe  that  ere 
long.  Parliament,  in  answer  to  the  desires  of  the  com- 
munity, wiU  pass  an  Act  for  the  special  purpose  of 
enabling  townships  or  districts  to  levy  a  rate  for  the 
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construction  of  railways, — just  as  at  present  for  the 
construction  and  maintenance  of  roads.  In  course  of 
time  there  will  be  EaiLway-rates,  just  as  there  are  at 
present  Highway-rates. 

But,  it  may  be  asked,  what,  in  such  an  eventuality,  is 
to  become  of  the  highroads  thus  supplanted  by  railways  ? 
In  many  districts,  we  believe,  the  existing  roads  will  be 
converted  into  railways.  Or  a  part  of  the  road  will  be 
appropriated  to  the  railway,  leaving  the  other  part  for 
horse-traffic  and  foot-passengers.  Moreover,  we  believe 
that  in  a  few  years  hence  the  appliances  of  steam-trac- 
tion will  be  modified  so  as  to  permit  of  a  locomotive 
running  upon  ordinary  roads.  It  is  merely  a  question 
as  to  the  construction  of  the  wheels:  the  object  to  be 
attained  being  simply  to  give  the  wheels  a  sufficient 
hold  on  the  surface,  without  producing  an  excessive 
wear  of  the  roads. 

In  fine,  Eailways  in  the  future  will  in  all  localities 
become  as  necessary  as  highroads  are  at  present :  and 
our  legislation  will  have  to  bring  itself  into  accordance 
with  the  altered  circumstances  of  the  time.  Instead  of 
public  companies  as  at  present,  local  companies  will 
come  into  existence  with  the  railway-extensions  of  the 
future.  And  also,  local  communities  will  seek  and 
obtain  legislative  authority  for  borrowing  money  for  the 
construction  of  railways,  just  as  they  do  at  present  for 
the  making  of  roads. 


XXVIII. 
MUNICIPAL    FINANCE 


We  are  at  the  outset  of  a  new  era  in  social  progress, 
and  one  ■which,  is  probably  the  highest  to  which  mate- 
rial civilisation  can  attain.  It  is  the  era  of  Co-opera- 
tion. Hitherto  Competition  has  been  regarded  as  the 
most  ef&cient  agent  of  social  progress.  But  the  prin- 
ciple of  competition  is  one  of  rivalry  and  struggle — it  is 
a  system  of  beggar-my-neighbour — ^most  useful  in  the 
earlier  stages  of  civilisation,  but  one  most  unworthy  of 
civilisation  in  its  maturity.  It  is  costly,  for  it  requii'es 
many  companies  and  establishments  to  do  the  work 
which  would  be  more  economically  performed  by  one  ; 
and  it  is  full  of  social  unhappiness,  and  fruitful  in  the 
bitter  feelings  of  rivalry  and  jealousy,  because  each 
establishment  seeks  its  gains  at  the  expense  of  the 
others.  The  new  system  of  Co-operation,  on  the  other 
hand,  seeks  to  unite  and  fuse  into  one  the  hitherto  rival 
iaterests  of  the  trader  and  his  customers,  of  the  con- 
sumer and  the  producer. 
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By-and-by  the  system  will  be  more  fully  developed, 
and  the  social  advantages  will  be  commensurately  in- 
creased. Say  that  a  little  town  is  desirous  to  supply 
itself  with  gas  or  water;  then  a  company  will  be 
formed,  with  a  capital  apportioned  in  many  small 
shares,  so  that  almost  every  householder  may  be  a 
member.  In  this  way  the  company  will  insure  for 
itself  the  largest  possible  number  of  customers :  opposi- 
tion and  jealousy  will  disappear,  and  the  little  com- 
munity will  have  but  one  interest  in  the  matter.  In 
like  manner,  a  town  may  supply  itself  with  bread,  or 
groceries,  or  butcher -meat,  or  any  other  article  for 
which  there  is  a  general  demand.  The  employes,  too, 
of  the  company,  by  holding  shares  in  it,  may  be  made 
to  participate  in  its  interests,  and  to  discharge  their 
duties  with  more  scrupulous  diligence  than  is  usually 
to  be  found  in  a  hireling  or  salaried  agent.  No  doubt 
the  time  is  still  distant  when  the  system  of  co-operation 
shall  reach  this  development ;  nevertheless,  its  coming 
may  be  calculated  upon.  And  thus,  at  the  present 
hour,  we  are  witnessing  the  initial  stage  of  a  principle 
which  will  revolutionise  our  system  of  industry,  and 
accomplish  results  fraught  with  a  vast  increase  of 
happiness  and  prosperity  to  the  community.* 

So  we  wrote  four  years  ago.  Since  then,  the  Co- 
operative principle  has  been  steadily  rising  into  wider 
notice  and  greater  favour.  The  advantage  of  the  prin- 
ciple is  now  fully  acknowledged ;  and  there  can  be  no 
doubt  that  every  year  will  see  its  application  more 
extensively  developed.  The  object  of  the  present  chapter 
*  See  the  Eamoiny  of  Capital,  p.  155-67. 
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is  to  point  out  how  advantageously,  and  on  what  a 
large  scale,  this  co-operative  principle  may  be  applied 
in  the  case  of  cities,  towns,  and  suchlike  corporate 
bodies.  In  little  towns  the  system  may  he  more  fuUy 
adopted  than  in  the  case  of  large  ones :  it  may  be  ap- 
plied to  the  supply  of  various  articles  of  general  use, — 
the  supply  of  which,  in  large  cities,  must  in  the  main 
be  left  to  private  enterprise. 

But  there  are  at  least  two  important  matters  in  which 
the  principle  can  be  adopted  with  immense  advantage 
by  all  municipal  bodies — ^by  all  towns,  whether  large 
or  small.  These  two  matters  are  the  supply  of  Gas  and 
the  supply  of  Water.  The  supply  of  these  commodities 
is  a  business  which  every  township  or  municipality 
should,  and  can  advantageously,  take  into  its  own  hands. 
It  is  a  kind  of  business  more  suitable  than  any  other 
for  the  management  of  a  municipality.  As  soon  as  the 
primary  works  are  completed,  the  duties  of  management 
would  be  easy  and  simple.  Any  kind  of  business 
which  requires  a  daUy  superintendence — where  the  con- 
ditions of  the  business  fluctuate  from  day  to  day,  or 
even  from  week  to  week — is  not  very  suitable  to  public 
bodies,  and  ought  generally  to  be  left  to  private  man- 
agement,— both  on  account  of  the  close  attention  which 
such  business  requires,  and  also  owing  to  the  risks 
which  attend  it.  But  the  case  is  different  with  the 
supply  of  gas  and  water, — where  there  are  no  fluctua- 
tions, and  where  the  only  change  which  takes  place  is 
a  gradual  increase  in  the  demand  for  the  commodity 
supplied. 

The  supply  of  water  and  of  gas  must  always,  practi- 
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cally,  be  a  Monopoly :  and  a  Monopoly,  in  the  hands  of 
private  parties  or  companies,  is,  as  regards  the  public,  a 
most  disadvantageous  form  in  which  those  indispensable 
requirements  of  life  can  be  supplied.  In  such  a  case, 
the  public  is  at  the  mercy  of  the  monopolists.  The  pub- 
lic cannot  do  without  gas  and  water, — they  must  remain 
customers  of  the  companies,  —  neither,  practically,  is 
there  any  means  of  bringing  into  play  the  ordinary 
principle  of  Competition.  Moreover,  where,  as.  in  large 
cities,  there  are  more  companies  than  one,  serious  incon- 
venience as  weU  as  expense  is  occasioned  by  the  break- 
ing up  of  the  streets  by  these  companies,  and  the  laying 
of  two  or  more  lines  of  pipes  where  one  would  suffice. 
On  the  other  hand,  if  the  Municipality  takes  the  busi- 
ness into  its  own  hands,  those  evUs  are  fully  remedied, 
while,  in  all  probability,  an  actual  gain  will  accrue  from 
the  undertaking :  thereby  lessening  the  burden  of  local 
taxation,  or  creating  a  surplus  which  can  be  devoted 
to  important  civic  improvements. 

The  advantages  of  such  a  system  would  be  twofold — 
alike  economical  and  social.  There  would  (1)  be  not 
only  the  acquisition  by  the  public  of  the  prospective 
profits  on  the  supply  of  gas  and  water,  but  also  an 
immediate  advantage  by  the  more  economical  manage- 
ment of  the  business  ;  and  (2)  there  would  be  a  greater 
satisfaction  on  the  part  of  the  public,  seeing  that  they 
would  no  longer  have  to  deal  with  private  companies, 
inclined  to  extortion,  but  would  actually  have  the  man- 
agement in  their  own  hands.  Instead  of  the  existing 
conflict  between  the  interests  of  the  Public  and  of  the 
Traders,  we  should  have  a  Co-operative  System  under 
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whicli  this  antagonism  of  interests  would  disappear. 
There  would  be  no  motive  to  overcharge,  and  the  com- 
modities would  be  supplied  at  prime  cost.  The  com- 
munity, in  fact,  would  be  alike  the  producers  and  the 
consumers. 

In  the  case  of  towns  which  have  not  yet  obtained  a 
supply  of  gas,  or  a  regular  service  of  water,  the  system 
of  municipal  action  which  we  advocate  can  easily  be 
adopted.  But,  as  needs  not  be  said,  there  is  hardly  a 
town  of  any  size  which  is  not  now  supplied  with  gas 
and  water  by  private  companies.  Hence,  while  advo- 
cating an  opposite  system,  not  the  least  important  and 
certaialy  the  most  difficult  point  is,  to  show  in  what 
way  the  new  system  can  be  applied  under  existing  cir- 
cumstances ;  and  especially  in  what  way  it  can  be 
adopted  with  a  due  regard  to  the  vested  interests  of 
the  private  companies.  A  wise  and  just  arrange- 
ment of  the  kind  must  effect  a  reconcilement  of  the 
rival  interests  of  the  Public  and  of  the  Companies,  by  a 
financial  process  perfectly  fair  and  permanently  advan- 
tageous for  both  parties.  A  great  benefit  for  the  public, 
for  the  inhabitants  of  each  township  or  city,  must  be 
attained  without  unjustly  affecting  the  rights  of  the 
existing  companies. 

The  only  manner  in  which  such  a  system  of  Muni- 
cipal finance  can  be  adequately  explained  and  developed 
is  by  taking  a  typical  case,  and  showing  in  detail  the 
mode  of  procedure  and  the  various  considerations  which 
have  to  be  taken  into  account.  For  this  purpose,  alike 
as  regards  the  magnitude  of  the  operations,  and  the 
variety  of  points  to  be  dealt  with,  the  case  of  London  is 
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of  all  the  others  the  best.  Accordingly  we  have  treated 
the  case  of  Loudon,  in  its  relation  to  Municipal  finance, 
in  full  detail  in  the  Appendix  :*  which  appears  to  us  a 
better  place  for  such  an  exposition  than  here, — seeing 
that  such  a  statement  of  a  particular  case  would  too 
much  interrupt  the  general  progress  of  this  work. 

*  See  Appendix,—"  The  Gas  and  Water  Supply  of  London." 


XXIX. 

LAND    FINANCE 


It  has  been  a  matter  of  general  surprise,  on  the  part  of 
historical  writers,  that  the  Founder  of  the  Bank  of  Eng- 
land (William  Paterson)  should  have  so  soon  resigned, 
or  been  ejected  from,  his  post  as  one  of  the  Directors  of 
that  establishment.  There  has  been  much  conjecture 
as  to  the  cause  of  his  withdrawal.  One  of  the  most 
prevalent  conjectures  attributes  his  fall  to  the  fact  that 
he  was  a  Scotchman, — the  prejudice  against  Scotch- 
men at  that  time  being  so  strong' in  England  that  it 
amounted  to  actual  antipathy.  It  was  English  jealousy, 
given  effect  to  by  WiUiam  III.,  that  mainly  ruined  the 
Darien  scheme ;  and  unquestionably  Scotchmen  were  at 
that  time  in  very  bad  odour  in  England  and  at  Court, 
— Scotland  being  the  stronghold  of  the  supporters  of  the 
exHed  Stuart  dynasty.  The  other  conjecture  is,  that 
Paterson  was  too  much  a  man  of  theory,  and  lacked  the 
practical  business-talent  requisite  for  the  functions  of  a 
Bank  Director.    For  this  conjecture  there  is  certainly  no 
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ground.  It  is  opposed  by  the  well-known  character 
of  the  man.  Paterson  was  practically  conversant  with 
conmiercial  business,  and  also  proved  himself  an  emi- 
nently safe  as  well  as  able  adviser  in  all  questions  of 
finance.  He  possessed  talents  and  energy  of  the  highest 
order:  and,  apart  from  the  originality  of  his  genius,  it 
may  safely  be  affirmed,  that  if  he  has  ever  found  his  equal 
as  an  able  and  safe  financier  among  subsequent  Directors 
of  the  Bank  of  England,  he  has  never  found  a  superior. 

A  rare  pamphlet,  preserved  in  the  Library  of  the 
Board  of  Trade,  has  recently  come  to  light,  which  dispels 
both  of  the  above  conjectures,  and  shows  clearly  the 
cause  of  Paterson's  withdrawal,  or  ejection,  from  his  post 
as  one  of  the  Directors  of  the  Bank  of  which  he  was  the 
founder.  Prom  this  pamphlet  it  appears  that,  after  or- 
ganising the  Bank  of  England  as  an  agency  for  applying 
the  credit-system  alike  to  State-finance  and  to  the  gen- 
eral trade  of  the  country,  Paterson  proposed  to  organise 
a  sister-establishment,  a  Land  Bank,  for  applying  the 
credit-system  to  the  soil  and  its  products.  This  pro- 
posal at  once  aroused  the  jealousy  of  his  fellow-Directors. 
It  seemed  to  them  that  if  such  an  establishment  were 
created,  it  would  trench  upon  their  own  ground  and 
diminish  the  profits  of  the  Bank  of  England.  Hence 
they  not  only  opposed  the  project,  but  made  Paterson's 
position  at  the  Board  so  uncomfortable  that  he  felt 
compelled  to  resign. 

In  this  project  for  the  establishment  of  a  Land-Bank, 
as  in  many  others,  Paterson  was  in  advance  of  his  age. 
John  Law,  indeed,  afterwards  took  it  up,  with  that  hazar- 
dous -brLlliance  which  Paterson  constantly  opposed  in 
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finance:  and, as  is  well  known,  the  scheme  failed, — ^though 
not  solely,  or  even  chiefly,  from  the  fault  of  Law's  plan 
itself.  The  project  was  never  entirely  forgotten.  For  ex- 
ample, in  the  early  years  of  our  American  colonies,  land- 
credit,  in  a  rude  form,  constituted  one  of  the  chief  adju- 
vants of  the  wonderful  progress  then  made  in  reclaiming 
the  wilderness  of  nature.  But  it  is  only  recently  that  the 
idea  of  organising  financial  establishments  for  the  special 
purpose  of  applying  the  credit-system  to  land  has  again 
been  taken  up.  Although  it  was  in  this  country  that 
the  project  was  first  proposed  and  planned,  it  is  on  the 
Continent  that  it  now  finds  most  support.  The  Credit 
Poncier  has  rendered  vast  service  to  the  small  landhold- 
ers of  France.  And  to  a  Belgian,  M.  Langrand  Dumon- 
ceau,  belongs  the  honour  of  developing,  on  a  grand  scale, 
an  organisation  of  Credit  as  applied  alike  to  Land  and 
to  Agriculture.  He  found  land-banks  and  land-bonds 
already  in  existence  in  Germany ;  but  he  has  widely  ex- 
tended the  benefits  of  such  institutions,  and  he  has  also 
introduced  most  important  improvements  in  their  organ- 
isation and  practical  working.  Whether  he  will  reap  an 
adec[uate  reward  for  his  labours,  is  still  doubtful, — the 
recent  and  still  prevalent  financial  depression  having 
necessarily  greatly  obstructed  his  operations.  But  whe- 
ther he  succeed  or  not  as  a  question  of  personal  gain, 
there  can  be  no  doubt  that  his  labours  will  not  be  lost ; 
for  his  scheme  is  fitted  to  confer  a  benefit  upon  the 
world  at  large,  and  wiU  be  carried  out  by  others,  even 
should  he  himself  be  unable  to  work  it  solidly  and  suc- 
cessfully. 

Credit  is  the  great  lever  of  Production :  and  it  is  cer- 
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tainly  a  remarkable  fact  that  the  Land,  the  most  solid 
and  permanent  of  all  kinds  of  property,  should  be  the  last 
to  be  brought  within  the  sphere  of  its  beneficent  opera- 
tions. As  regards  Commerce  and  Manufacturing  indus- 
try of  all  kinds,  the  invaluable  aid  of  the  Credit-system 
has  been  applied  to  them  with  an  elaboration  which  is  a 
marvel  of  civilisation,  and  with  a  completeness  that 
leaves  nothing  to  be  desired.  The  Land,  on  the  other 
hand,  has  hitherto  been  treated  as  a  Pariah.  It  has 
been  comparatively  excluded  from  the  benefits  of  the 
Credit-system.  It  has  been  neglected :  no  one  has 
thought  of  creating  for  it  financial  establishments  like 
those  which  have  conferred  such  inestimable  aid  and 
benefit  upon  commercial  and  manufacturing  industry. 

"Why  is  this  ?  At  first  sight  it  seems  astonishing  that 
the  most  solid  and  stable  of  all  kinds  of  property  should 
have  been  virtually  excluded  from  the  operations  of  the 
Credit-system,  while  the  more  perishable  and  less  solid 
and  less  locally  fixed  products  of  trade  and  manufacture 
should  have  been  so  thoroughly  brought  within  the  ope- 
rations of  financial  economy.  But  there  is  a  great  point 
of  difference.  There  are  two  special  hindrances  to  an 
extension  or  full  development  of  the  Credit-system  as 
applied  to  Land  and  Agricultural  property.  One  of  these 
pertaias  to  the  nature  of  the  Land  itself ;  the  other  to 
the  present  laws  in  regard  to  Land  and  its  products. 
The  latter  point — embracing  the  operation  of  the  laws 
of  Entail  and  of  Hypothec — is  too  wide  to  be  here  dis- 
cussed. We  shall  confine  our  remarks  to  the  other 
point : — 

(1)  Land,  although  the  most  stable  of  all  kinds  of 
2  E 
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property,  is  the  least  negotiable.  It  cannot  be  sold — i.e., 
converted  into  money — witli  the  same  ease  and  promp- 
titude as  merchandise.  A  consignment  of  merchandise 
can  be  sold  piecemeal, — so  many  tons  of  iron  or  bales  of 
cotton  to  one  man,  so  many  to  another;  and  each  of 
those  commodities  possesses  the  same  value  in  parts  as 
if  sold  in  mass.  But  it  is  otherwise  with  Land.  In  the 
first  place,  the  cost  of  selling,  or  transferring  the  posses- 
sion of,  land  is  much  heavier  than  is  the  cost  of  selling 
goods ;  moreover,  this  cost  does  not  diminish  in  propor- 
tion to  the  value  of  the  land  sold.  The  sale  of  a  small 
property  is  proportionately  more  costly  than  the  sale  of 
a  large  estate.  Secondly,  Land  practically  cannot  be 
broken  up  and  sold  in  parts  of  veiy  small  value,  as  a 
consignment  of  goods  can.  Thirdly,  chiefly  from  this 
caaise,  the  demand  for  land  is  less  steady  and  extensive 
than  the  demand  for  goods  :  that  is  to  say,  it  requires 
men  of  capital  to  buy  land, — and  the  number  of  capital- 
ists is  comparatively  small.  For  these  three  reasons  Land 
is  less  negotiable  than  most  other  kinds  of  property. 

(2)  Owing  to  the  character  of  Landed  property,  loans 
upon  land  are  always  for  much  longer  periods  than  loans 
upon  merchandise.  Merchandise  is  only  produced,  or 
purchased  wholesale,  for  the  sake  of  being  immediately 
sold.  It  is  meant  to  be  converted  into  money  immedi- 
.ately.  A  merchant  who  purchases  a  certain  quantity  of 
goods  requires  credit  only  for  a  short  time, — only  for 
three  or  four  months.  He  gives  his  biU  for  that  term 
(that  is  to  say,  gets  credit),  and  before  the  term  has  ex- 
pired he  has  re-sold  the  goods ;  and  with  the  proceeds 
of  the  sale,  he  pays  off  the  biU,  and  at  the  same  time 


LAND  FINANCE.  627 

pockets  the  profit  on  the  transaction.  Loans  on  land, 
on  the  other  hand,  must  be  for  long  periods.  The  soil 
yields  its  produce  only  annually :  a  year  is  the  shortest 
time  within  which  money  invested  in  land  is  recoverable. 
And  in  most  cases  the  loan  must  be  for  a  much  longer 
period.  For  example,  if  a  landowner  or  a  tenant-farmer 
gets  a  loan  for  the  purpose  of  erecting  farm-buildings,  for 
draining  the  land,  or  even  for  liming  or  manuring  a  farm, 
the  money  so  invested  does  not  yield  an  adequate  return 
for  many  years.  Even  a  thorough  liming  of  a  farm  does 
not  yield  its  full  return  until  after  ten  or  fifteen  years. 
The  length  of  such  loans  renders  them  (speaking  round- 
ly) unsuitable  to  be  made  by  banks :  for  it  is  the  first 
requirement  of  safe  banking  that  its  loans  should  be  for 
very  short  periods, — otherwise  the  capital  of  the  bank 
is  "  locked  up,"  and,  in  the  event  of  a  monetary  crisis 
occurring,  the  position  of  the  bank  is  thereby  seriously 
endangered. 

Thus,  owing  to  its  special  character,  Land  is  not  so 
readily  convertible  into  money  as  merchandise  is, — 
which  circumstance,  quoad  hoc,  renders  Land  a  less 
suitable  security  for  loans.  And  secondly,  the  loans 
required  in  connection  with  land  must  be  for  long 
periods, — so  that  banks  cannot  safely  make  such  loans 
to  any  great  extent.  Hence  it  is  that  land  at  present 
participates  only  to  a  comparatively  small  extent  in  the 
benefits  of  the  credit-system. 

Despite  these  hindrances  to  the  development  of  Land 
and  Agricultural  Credit,  the  excellent  working  of  our 
financial  system  has  not  left  land  and  agriculture  with- 
out important  aid.    As  regards  landowners,  the  system 
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of  borrowing  by  mortgages  is  in  general  use:  these 
loans  being  usually  obtauied  from  Insurance  Companies, 
wMch  can  afford  to  lock  up  the  greater  portion  of  their 
capital  for  long  periods,  whereas  banks  can  do  so  only 
very  sparingly.  Again,  as  regards  the  farmers,  our 
admirably  ramified  banking-system  has  been  of  im- 
mense use.  In  Scotland,  especially,  where  the  system 
of  "  cash-credits  "  has  been  established  for  generations, 
and  where  every  village  has  its  branch-bank,  the  agri- 
culturists have  profited  largely  by  the  credit  afforded 
by  banks.  In  truth,  in  Scotland,  by  means  of  those 
branch-banks  (the  managers  of  which  make  it  their 
business  to  be  acquainted  with  the  character  and  cir- 
cumstances of  the  farmers  of  the  district,  and  to  make 
advances  to  them),  the  credit-system  has  been  very  fully 
applied  to  agriculture ;  and  a  similar  state  of  matters  is 
being  developed  in  England.  Moreover,  Land-improve- 
ment companies  have  recently  been  established,  which 
are  calculated  to  render  important  service  to  the  exten- 
sion of  Land  and  Agricultural  credit.  Nevertheless  much 
remains  to  be  accomplished :  and  we  think  it  desirable, 
in  this  chapter,  to  consider  the  main  points  connected 
with  finance  in  its  relation  to  Land  and  Agriculture. 

As  regards  the  present  system  of  land-credit — namely, 
in  the  form  of  mortgages, — ^there  are  the  following  draw- 
backs : — First,  as  regards  the  borrower.  He  is  not  in 
direct  contact  with  the  great  mass  of  loanable  wealth 
in  the  country, — which,  speaking  roundly,  is  represent- 
ed by  the  deposits  in  banks.  Unlike  commercial  biUs, 
mortgages  are  not  a  kind  of  seciuity  in  wHch  banks 
deal  freely, — partly  owing  to  the  long  period  over  which 
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loans  on  land  must  necessarily  extend,  and  partly  owing 
to  tlie  difficulty  of  enforcing  repayment  of  the  loan.  In 
consequencOj  banks  will  make  advances  upon  mortgages 
only  to  the  extent  of  two-thirds  or  three-fourths  of  the 
amount,  whereas  they  will  lend  to  the  full  amount  upon 
a  commercial  bUl.  So  that  the  effect  is  the  same  as  if 
a  landowner  had  to  pay  25  or  30  per  cent  more  for  his 
loans  than  a  merchant  requires  to  do.  Again,  a  land- 
owner experiences  a  greater  difficulty  in  iinding  a  lender 
on  his  property  than  a  commercial  man  does :  he  has 
frequently  to  employ  an  intermediate  (usually  his  attor- 
ney) in  such  a  matter, — whereas  a  commercial  man  goes 
direct  to  his  bank.  And,  finally,  a  mortgage  is  far  less 
easUy  extinguished  than  a  debt  contracted  by  the  short- 
dated  bUls  of  the  commercial  classes.  A  mortgage  is 
for  a  large  sum,  payable  at  the  end  of  so  many  years, 
during  which  time  the  landowner  has  annually  to  lay 
by  a  certain  sum  in  order  to  pay  off  the  mortgage  when 
it  becomes  due.  It  requires  a  great  amount  of  self- 
control  to  do  this:  and,  also,  the  money  as  it  accu- 
mulates is  likely  {giooad  the  landowner  himself)  to  lie 
unproductive  in  the  interval. 

Secondly,  as  regards  the  lender.  The  great  drawback 
in  this  case  is  the  difi&culty  of  ascertaining  whether  the 
borrower's  title-deeds  are  valid,  and  also  whether  the 
estate  is  not  burdened  by  previous  mortgages.  And 
this  difficulty  necessitates  the  employment  of  an  inter- 
mediate (usually  an  attorney),  to  make  the  proper 
inquiries.  Thus,  alike  as  regards  the  lender  and  the 
borrower,  a  loan  upon  land  is  a  cumbrous  and  costly 
affair,  compared  with  loans  upon  commercial  securities. 
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The  first  and  most  easily  adopted  improvement  in 
land-credit  is,  that  mortgages  should  be  made  extinT 
guishable  not  by  one  payment  at  the  expiry  of  the  time 
for  which  the  loan  is  taken, — but  by  annual  payments, 
embracing,  besides  the  interest,  a  certain  portion  of  the 
capital  sum.  This  would  greatly  facilitate  the  extinc- 
tion of  mortgages:  burdens  which,  under  the  present 
system,  tend  to  become  permanent, —  the  borrowing 
landowner  in  most  cases  being  only  too  glad  to  be 
allowed  to  prolong  the  loan  indefinitely,  by  merely 
paying  the  stipulated  amount  of  interest ;  in  which  case 
he  is  really  at  the  mercy  of  the  lender,  and  is  liable  to 
have  his  property  sold  off  to  meet  the  mortgage, — the 
usual  result  being  that  he  has  to  sell  a  part  of  his  estate 
in  order  to  clear  off  what  ought  to  be,  and  was  meant  to 
be,  a  mere  temporary  loan. 

Moreover,  what  is  the  position  of  the  lender  ?  Loans 
upon  land  are  always  and  necessarily  for  long  periods : 
and  should  the  lender  happen  to  want  his  money  back 
during  the  period,  he  cannot  (of  course)  get  it  from  the 
landowner  to  whom  he  has  lent  it ;  at  the  same  time, 
his  mortgage-bond  being  a  security  not  easily  negotiable, 
he  cannot  get  a  loan  upon  it  for  anything  like  its  full 
value,  as  he  could  do  if  he  held  a  commercial  bill. 

'Now,  if  loans  on  land  were  to  be  repayable  (capital 
and  interest)  by  annual  instalments  extending  over  the 
period  for  which  the  loan  is  made,  this  system  would 
obviously  be  more  convenient  for  the  landowner  than 
the  present  one ;  and  also  it  would  lessen  the  lock-up 
of  capital  on  the  part  of  the  lender. 

The  next  great  desideratum  is  to  bring  the  land- 
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owner  wHo  desires  to  borrow,  into  direct  contact  with 
the  mass  of  loanable  wealth  in  the  country. 

This  can  only  be  done  by  the  creation  of  financial 
institutions  which  shall  do  for  Land  what  banks  do 
for  Trade.  Consider  what  is  the  real  relation  in 
which  banks  stand  to  trade,  and  what  is  the  practical 
service  which  they  render  to  the  community.  Banks 
deal  in  short  advances:  they  issue  banking  ciurency 
(notes  and  cheques)  in  exchange  for  commercial  cur- 
rency (i.e.,  bills),  and  also  in  loans  upon  the  deposit 
with  the  bank  of  property  of  various  kinds, — the  bor- 
rower's whole  estate  also  being  liable  in  repayment. 
And  the  currency  thus  issued  circulates  freely:  (1) 
from  the  fact  that,  in  addition  to  the  property  in  ex- 
change for  which  the  issue  is  made,  the  capital  and 
credit  of  the  bank  are  an  adequate  guarantee  for  tha 
value  of  its  notes ;  (2)  that  these  bank-notes  are  pay- 
able in  coin  of  the  realm  on  demand;  and  (3)  that' 
they  are  for  small  as  well  as  large  sums,  so  as  to  be 
useful  for  all  purposes.  The  rationale  of  the  process  is, 
the  same  as  if  a  bank  were  to  take  a  bill  based  upon 
goods  and  guaranteed  by  two  or  more  good  names, — ; 
were  to  endorse  that  bill,  thereby  adding  the  credit  of  a 
great  financial  establishment  to  the  commercial  guar  an-, 
tee  which  the  bill  already  possesses, — and  were  then  to 
break  up  the  bill  into  a  number  of  smaller  bills,  for  the 
convenience  of  the  public,  at  the  same  time  engaging  to 
pay  those  bills  (its  notes)  in  coin  of  the  realm  whenever 
the  holders  of  them  should  desire  it.  The  merchants 
remain  liable  to  the  bank  for  payment  of  the  bills; 
and  the  bank  makes  itself  liable  to  the  public  for 
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payment  of  tlie  notes  which  it  issues  in  exchange  for 
the  bills. 

The  problem,  therefore,  is  how  to  extend  this  credit- 
system,  this  process  of  financial  economy,  to  Land  on 
the  same  principle  as  it  at  present  exists  in  relation  to 
Trade.  The  main  point  to  be  achieved  is  to  impart  to 
mortgage-bonds  a  negotiability  equal  or  approaching  to 
that  of  commercial  bills, — so  as  to  render  them  fittiag 
securities  to  be  dealt-in  by  banks,  and  thereby  bring 
borrowers  upon  Land  into  relationship  with  the  mass  of 
loanable  wealth  in  the  countiy.  In  order  to  accomplish 
this,  there  must  be  a  class  of  financial  establishments, 
intermediate  between  landowners  and  the  banks,  which 
shall  impart  to  mortgage-bonds  an  increased  negotia- 
bility so  as  to  render  them  acceptable  as  securities  by 
the  banks  and  also  by  the  general  public. 

Say  that  a  Land-Credit  Company  is  established,  which 
invests  its  capital  in  loans  upon  land, — taking  from  the 
borrowing  landowner  a  bond  over  the  particular  estate 
so  mortgaged,  and  for  payment  of  which  he  is  also  liable 
to  the  full  extent  of  his  means.  This  would  be  a  pro- 
cess similar  in  kiad  to  that  by  which  a  bank  discounts, 
or  lends  its  money  upon,  a  commercial  bill.  The  points 
of  difference  would  be  that  Land  is  a  much  more  solid 
security  than  merchandise,  but  on  the  other  hand  it  is 
less  readily  saleable.  Having  received  this  security  in 
return  for  its  loans,  the  Company  would  thereupon  issue 
bonds  of  its  own,  to  the  amount  of  its  mortgages,  but  in 
smaller  sums  and  for  shorter  periods.  Say  that  such  a 
Company  lent  £12,000  to  a  landowner  for  ten  years — 
repayable,  both  principal  and  interest,  by  annual  instal- 
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ments ;  it  would  thereupon  issue  bonds  of  its  own  to  tlie 
same  amount,  but  for  sums  of  £50  or  £100,  repayable 
in  (say)  two  or  three  years.  These  bonds  would  be 
greatly  preferable  to  the  original  mortgage-bond,  inas- 
much as  (1)  they  would  possess  an  additional  security 
in  the  guarantee  of  the  Company;  (2)  because  they 
would  be  repayable  in  a  shorter  time ;  and  (3)  because 
they  would  be  for  much  smaller  sums.  Hence,  these 
bonds  would  be  far  more  negotiable  than  simple  mort- 
gage-bonds :  so  that  ten  or  twenty  individuals  would  be 
willing  to  invest  their  money  in  such  securities  for  one 
that  is  ready  to  invest  in  simple  mortgages.  The  bonds 
of  the  Company  would  be  acceptable  securities  alike 
to  banks  and  to  hundreds  of  private  individuals.  And 
by  this 'process  the  wealth  available  for  loans  on  land 
would  be  increased  ten  or  twenty  fold. 

Next,  as  regards  the  profits  of  such  Land-Credit 
Companies.  The  rate  of  interest  at  which  they  made 
their  loans  to  landowners  would  of  course  vary  with 
the  circumstances  of  the  time.  Say  that  they  lent  in 
ordinary  times  at  5  per  cent :  then  they  would  issue 
bonds  for  the  same  amount  bearing  a  somewhat  lower 
rate  of  interest.  And  the  difference  between  the  rate 
at  which  they  lent  their  money  on  mortgages  and  the 
lesser  rate  which  they  paid  on  their  own  bonds,  would 
constitute  the  first  profit  on  their  transactions, — just  as 
it  does  with  the  Land-improvement  Companies  already 
in  existence.  But  their  profit  would  not  end  here. 
Their  own  bonds  being  taken  up  by  the  public,  the 
money  which  they  had  lent  upon  mortgages  would  be 
returned  to  them :  and  a  portion  of  that  amount  they 
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coiild  invest  in  new  mortgages, — again  issuing  bonds  of 
tlieir  own  for  the  amount.  And  the  security  for  this 
second  issue  of  bonds  would,  if  the  Company  were 
properly  managed,  be  as  good  as  for  the  bonds  first 
issued.  In  every  case,  at  least,  full  value  for  the  bonds 
would  always  exist  in  the  shape  of  the  land  mortgaged, 
^lus  the  personal  security  of  the  borrowing  landowners : 
and  there  would  be  no  more  likelihood  of  the  Com- 
pany's "  over'-  trading  "  —  i.  e.,  incurring  engagements 
greater  than  its  reserve,  or  guarantee-fund,  enables  it  to 
meet — than  there  is  in  the  C0,se  of  banks.  In  truth,  as 
Land  is  of  all  kinds  of  property  the  most  stable  in  value, 
there  is  less  room  for  miscalculation  in  this  land  of  fin- 
ancial business  than  in  any  other.  In  fact  (speaking 
roundly)  the  only  fluctuation  in  the  value  of  Land  is  on 
the  side  of  increase.  Land,  in  this  country,  steadily  rises 
in  value :  whereas  the  merchandise,  railway-shares,  and 
other  kinds  of  property  upon  which  banks  and  discount- 
houses  advance  their  money,  are  liable  to  very  great 
fluctuations,  on  the  side  of  depreciation,  which  in  many 
cases  it  is  impossible  to  foresee.  ^ 

Such  an  extension  of  the  credit-system  would  be  ad- 
vantageous not  only  to  the  Land  but  also  to  the  general 
public :  inasmuch  as  it  would  increase  the  forms  of  safe 
investment  available  to  individuals,  as  well  as  to  banks 
and  insurance  companies.  But  the  prime  benefit  would, 
be  to  Land,  by  extending  to  it  the  appliances  of  the 
credit-system,  from  which  at  present  it  is  comparatively 
excluded. 

It  may  be  true  that  there  is  no  urgent  requirement 
for  the  estabHshnient  of  Land- Credit  Companies,  such 
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as  we  have  described,  in  tHs  country :  seeing  that  the 
object  of  such  establishments  is  already  in  great  part 
attained^  either  indirectly — ^that  is  to  say,  by  means  of 
insurance  and  other  companies,  which  find  it  profitable 
to  lend  a  portion  of  their  money  on  Land, — or  directly, 
by  means  of  a  few  small  establishments,  like  the 
Drainage  and  Land  -  Improvement  Companies,  which 
devote  themselves  to  the  development  of  particular 
branches  of  Land-Credit.  But  it  is  not  less  true  that 
the  system  which  we  propose  would  be  an  improve- 
ment, an  advance  upon  the  present  system.  Eor  ex- 
ample, loans  were  in  use  for  thousands  of  years  before 
Banking  was  introduced  ;  yet  no  one  doubts  that  Bank- 
ing gives  facilities  for  borrowing,  and  for  the  development 
of  industry  and  wealth,  totally  unattainable  before.  In 
like  manner,  a  good  system  of  Land-Finance,  by  the 
establishment  of  great  Companies  whose  special  busi- 
ness is  to  make  loans  upon  Land,  wiU  greatly  aid  the 
development  of  Land  and  Agricultural  Credit,  and 
thereby  facilitate  production  in  the  most  stable  of  all 
forms  of  national  wealth.  It  is  likewise  true  that  the 
establishment  of  such  Companies  is  in  perfect  accord 
with  the  spirit  of  the  age, — with  the  progress  of  Finance, 
the  development  of  the  credit-system,  which  is  indis- 
pensable in  a  progressive  community,  and  to  the  matur- 
ing of  the  fruits  of  Civilisation.* 

Although  the  main  purpose  of  this  book  is  to  explain 

and  to  suggest  improvements  in  the  Financial  system 

of  this  country,  we  are  not  without  hope  that  the  work 

may  have  a  still  wider  application.    And  we  are  confi- 

*  See  Chapters  TI.  and  VII.  of  this  work. 
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dent  that  the  suggestions  made  in  this  chapter  are  fit- 
ted to  be  of  much  use  in  England's  colonies,  as  well 
as  in  other  countries  where  the  Credit-system  has  as 
yet  hardly  been  applied  in  any  form  to  landed  property, 
and  to  the  development  of  the  productive  powers  of 
the  soil. 


XXX. 

THE  STATE,  THE  POOfi,  AND  THE  COIffiTET 


The  object  of  a  Government  is  to  do  for  a  commnnity 
"what  the  community  cannot  do  for  itself.  A  Govern- 
ment consists  of  a  body  of  men  whose  business  it  is  to 
act  as  guardians  of  the  general  interests,  and  as  admin- 
istrators of  the  public  affairs,  of  the  nation, — -plus  a 
vast  amount  of  wealth  yearly  placed  at  its  disposal  for 
the  purpose  of  carryiag  out  these  objects.  In  a  self- 
governing  country  like  ours,  the  State  is  simply  the 
Nation  acting  through  a  chosen  body  of  administrators, 
— a  Body  to  whom  the  Nation  delegates  its  power  for 
administering  the  public  affairs  of  the  conunonwealth. 
Throughout  this  work  we  have  earnestly  discounte- 
nanced all  unnecessary  interference  of  the  State  in 
affairs  of  private  industry  and  enterprise, — ^because  such 
affairs  do  not  come  within  its  province,  nor  is  the  State 
well  fitted  for  their  administration.  "We  hold  that  the 
State  should  engage  in  no  business  nor  undertake  any 
duty  which  can  be  equally,  or  even  approxunately,  well 
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done  by  the  public.  This  is  a  principle  applicable  to 
all  Governments,  but  specially  applicable  in  a  country 
like  ours, — wMcb  is  thorougbly  self-governing ;  and  also 
where  the  governing  body  is  liable  to  so  many  changes 
that  it  is  impossible  to  carry  out  any  scheme  of  policy 
extending  over  many  years  with  the  facility  that  is 
afforded  for  such  operations  under  an  autocratic  or  des- 
potic form  of  Government. 

In  all  the  cases  in  which  we  have  had  hitherto  to 
consider  proposals  for  State-intervention,  the  only  prin- 
ciple involved  has  been  the  simple  question  of  finance. 
And  in  such  cases,  certainly  in  all  of  those  with  which 
we  have  had  to  deal,  we  think  we  have  proved  that  no 
advantage  is  obtainable  by  such  interference,  even  as  a 
gain  to  the  State.  Nevertheless  there  are  many  cases 
in  which  the  intervention  of  the  State  is  not  only  jiisti- 
fiable,  but  urgently  needed,  for  the  sake  of  the  moral 
and  social  wellbeing  of  the  commonwealth. 

The  weak  point  of  Political  Economy  has  hitherto 
been  that,  by  many  of  its  teachers,  the  financial  test  has 
in  all  cases  been  made  absolute.  The  immediate  pro- 
duction of  wealth  has  frequently  been  made  the  sole 
object  of  the  science :  overlooking  the  fact,  not  only  that 
the  amount  of  wealth  in  a  community  is  far  from  being 
an  absolute  test  of  national  wellbeing,  but  also  that  many 
an  expenditure  upon  the  improvement  of  the  moral  and 
intellectual  condition  of  the  people,  howsoever  unproduc- 
tive in  the  first  instance,  or  it  may  be  for  many  years, 
transmutes  itself  into  a  positive  financial  gain  in  the 
end, — besides  from  the  first  conducing  to  the  increased 
contentment  and  good  order  of  the  community. 
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In  this,  our  concluding  chapter,  we  desire  to  deal 
■with  some  questions  of  this  kind,  as  well  as  with  others 
relating  to  the  development  of  certain  resources  of  the 
country  which  can  hardly,  if  at  all,  be  utilised  without 
the  intervention  of  the  State. 

The  iatervention  of  the  State  on  behalf  of  the  Poor, 
and  of  those  weaker  classes  who  are  less  able  than  the 
others  to  look  after  their  own  interests,  is  a  natural 
function  of  all  Governments,  and  is  a  recognised  prin- 
ciple of  the  Government  of  this  country.  The  poorer 
classes  of  this  country  have  certainly  not  been  neglected, 
either  by  the  Government,  or  by  the  rest  of  the  com- 
inunity.  No  Government  can  iix  the  rate  of  wages : 
yet  even  in  this  respect  the  condition  of  our  working- 
classes  is  far  ahead  of  that  of  any  others  in  Europe. 
And  if  it  be  inferior  to  that  which  prevails  in  America, 
there  are  many  advantages  open  to  the  poor  and  to 
the  working-classes  of  this  country,  which  are  not 
possessed  by  the  same  classes  in  the  United  States. 
There,  owing  to  special  circumstances  which  no  mere 
legislative  acts  can  produce,  the  rate  of  wages  is  very 
high :  but,  except  in  regard  to  education,  the  Govern- 
ment declines  to  aid  any  one, — ^while  the  resources  of 
private  beneficence  are  infinitely  inferior  to  those  avail- 
able in  this  country.  With  us,  an  immense  sum  is 
yearly  raised  in  the  form  of  Poor-rates,  for  the  relief  of 
indigence  of  all  kinds.  Hospitals,  some  of  them  pos- 
sessed of  princely  endowments,  exist  in  every  city 
for  the  relief  of  the  sick  and  the  injured.  Indeed,  in 
this  country,  every  ill  that  flesh  is  heir  to  finds  an 
hospital,   supported  by  private   contributions,  for  its 
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special  treatment.  Age  likewise  has  its  asylums,  where 
the  aged  and  indigent  find  a  comfortable  shelter  for 
their  declining  years. 

•  Yet  much  remains  to  be  done  on  behalf  of  the  weaker 
classes  in  which  the  State  must  take  a  foremost  part. 
The  poor  are  a  misery  to  themselves,  and  a  burden  and 
a  danger  to  the  community.  Any  prosperity  which  rests 
upon  a  vast  substratum  of  pauperism  is  unsatisfactory 
and  unstable.  Unsatisfactory,  because  it  is  a  slur  upon 
Civilisation,  and  a  source  of  unhappiaess  even  to  the 
wealthy,  when  alongside  of  great  prosperity  and  wealth 
there  exists  a  great  amount  of  indigence  and  misfortune. 
It  poisons  the  happiness  of  the  prosperous,  and  forms 
a  financial  burden  on  the  community.  How  can  men  be 
permanently  happy  when  every  day  they  see  masses  of 
suffering  ?  One  hot  day  last  summer,  a  carriage  drove 
up  to  Gunter's,  in  order  that  the  fair  occupants  might 
enjoy  his  world-renowned  ices :  but  a  poor  family  stood, 
mother  and  chddren,  at  the  door,  begging  piteously  for 
alms :  and  the  sight  sufficed  to  spoil  the  intended  indul- 
gence. "  How  can  we  take  this  indulgence  while  these 
are  starving  ?"  and  the  ladies  drove  off.  More  or  less, 
the  same  thing  occurs  to  all  of  us.  As  we  go  along  the 
streets,  wrapped  in  warm  coats,  and  with  full  stomachs, 
do  we  not  every  day,  in  this  cold  Christmas  weather, 
come  face  to  face  with  the  poor  crossing-sweepers  and 
the  piteous  mendicants  whom  we  so  sedulously  avoid : 
and  does  it  not  sadden  us,  amid  our  comfort,  to  see 
these  miserable  creatures  ? 

The  poor  are  a  burden  and  a  danger.    Poverty  breeds 
crime,  as  well  as  exacts  rates.    The  more  Poverty,  the 
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more  thefts  and  robbery,  tbe  more  poor-rates,  the  more 
discontentment  with  Society  and  with  Government. 
Poverty  creates  a  hostile  body,  which  wars  against  the 
rest  of  the  community.  Every  family  lifted  out  of  indi- 
gence makes  the  political  fabric  stronger,  the  social  body 
happier,  the  national  wealth  greater.  One  great  end  of 
legislation,  therefore,  should  be  to  enable  the  working- 
classes  to  become  less  dependent  for  their  daily  food  on 
their  daily  wages;  and  also  to  add  to  the  producing 
classes  the  poor  who  at  present  cannot  obtain  work.  If 
it  were  possible  to  take  the  idle  population  exactly  to 
where  they  are  wanted,  the  ranks  of  pauperism  would 
be  greatly  thinned.  We  cannot  do  this  by  legislation 
alone.  But  are  there  not  more  means  of  employing 
tills  pauper  class  than  have  hitherto  been  called  into 
play  ?  We  shall  consider  this  question  in  the  sequel : 
but  first  let  us  take  the  case  of  the  Working-classes — 
the  industrious  portion  of  our  lower  orders, — and  con- 
sider what  means  are  available  to  help  them  to  better 
their  position. 

First,  as  regards  Education.  The  State  makes  every 
year  a  considerable  expenditure  for  this  purpose,  in 
addition  to  the  vastly  larger  expenditure  from  local  and 
private  funds.  And  although  our  educational  system 
is  still  very  deficient,  the  defects  are  so  fully  acknow- 
ledged, and  the  public  is  so  ready  to  do  its  part  in 
remedying  them,  that  hardly  another  year  wiU.  elapse 
before  the  system  will  be  made  as  nearly  perfect  as  can 
be  hoped  for.  Moreover,  if  our  primary  education  be 
very  defective — if  the  means  of  educating  the  poor  re- 
quire to  be  greatly  supplemented, — there  is  no  other  coun- 

2S 


642  THE  STATE  AND  THE  POOE. 

try  of  equal  magnitude  in  which  all  the  higher  means 
of  education  and  of  intellectual  culture  are  so  abundant. 
Literary  and  educational  institutions  of  all  kinds  abound 
—from  simple  reading-rooms  and  libraries,  to  others  in 
which  those  accessories  of  culture  are  combined  with 
educational  classes,  and  with  the  delivery  of  lectures 
by  men  of  high  standing.  Nor  must  we  forget  the 
important  influence  of  the  Press, — of  the  newspapers 
and  cheap  periodicals  which  flood  the  country  with 
information  and  instruction.*  Art-academies,  also,  are 
open  to  our  artisans,  raising  their  taste  and  increasing 
their  industrial  sMU.  "We  are  far  from  holding  that  the 
means  of  Scientiflo  and  Art  culture  open  to  our  work- 
ing-classes are  yet  as  perfect  as  is  required,  alike  in  the 
interests  of  our  artisans,  and  for  the  sake  of  maintain- 
ing our  superiority  over  other  countries  in  the  manu- 
facturing arts.  The  more  abundant  those  means  of 
culture,  the  higher  will  become  the  character  of  our 
artisans,  and  the  greater  will  be  the  productive  power 
of  the  country.  Our  territory,  our  area  of  production, 
is  unalterably  fixed  by  the  engirdling  seas,  but  the 
development  of  the  productive  skill  of  our  population 
is  illimitable.  If  we  are  to  maintain  our  present  posi- 
tion— if  Britain  is  not  to  decline  greatly  in  the  scale  of 

•  "  "When  I  hear  tliat  the  British  people  are  not  educated,  that  they 
are  incapable  of  exercising  what  is  very  natural  to  a  Briton,  whether 
he  possessed  it  before  or  not — namely,  the  exercise  of  the  suflfrage, — 
we  forget  that  ;in  this  country  there  is  a  source  of  education  per- 
petually going  on,  secular  education  of  the  highest  class,  which  affords 
a  future  mine  for  the  performance  of  public  and  political  duties  ;  and 
that  is  the  influence,  thank  God  !  of  a  free  press.  That  is  an  educa- 
tional power  of  the  highest  influence." — Mr  Disraeli  at  Edinburgh; 
Oct.  1867. 
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nations, — we  must  make  up  for  the  smallness  of  our 
territory  by  developing  to  the  utmost  the  intelligence, 
moral  condition,  and  productive  power  of  our  people. 

The  limitation  by  the  State  of  the  nature  and  hours 
of  labour  for  women  and  children  is  another  means 
of  raising  the  condition  of  the  weaker  classes  which 
is  being  earnestly  applied  by  our  Government.  When 
the  Factory  Acts  were  first  proposed,  a  great  opposi- 
tion was  made  to  them,  founded  upon  so-called  prin- 
ciples of  Political  Economy;  and  a  like  outcry  and 
complaint  are  heard  in  many  quarters  at  present,  in 
regard  to  the  Act  for  extending  the  operation  of  those 
measures.  It  was  at  first,  and  is  again  now,  maintained 
that  the  limitation  of  the  nature  of  the  work,  and  of  the 
hours  of  labour,  imposed  by  those  Acts  in  regard  to 
women  and  children,  is  calculated  to  diminish  the  pro- 
ductive power  of  the  country.  And  so  it  is,  in  the  first 
instance.  But  such  Political  Economy  is  not  only 
heartless,  but  eminently  shortsighted.  It  disregards 
two  grand  elements  of  the  question, — the  element  of  the 
Future,  and  also  the  question  of  social  wellbeing.  One 
object  of  those  Acts  is,  to  prevent  the  entire  withdrawal 
of  the  Mother  from  the  Home, — to  secure  for  the  chil- 
dren, the  infants,  of  our  poorer  classes  at  least  some  por- 
tion of  maternal  care  and  training.  The  other  object  is, 
to  prevent  the  over-working  of  children, — to  prevent 
selfish  and  greedy  parents  from  prematurely  converting 
their  offspring  into  a  means  of  increasing  their  gains,  at 
the  sacrifice  alike  of  the  health  and  of  the  future  moral 
and  intellectual  condition  of  those  children.  It  is  the 
.duty  of  the  State  to  take  what  means  it  can  in  order  to 
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insure  a  healthy  and  educated  people.  Hence  it  is 
right  for  the  State  to  step  in,  in  the  period  of  chUd- 
hood,  to  secure  so  far  as  it  can  the  mother's  care,  an 
immunity  from  over-work,  and  the  means  of  education, 
for  that  ever-risiag  growth  of  population  which  ere  long 
wiU  form  the  mass  of  the  nation.  By  such  means  we 
seek  to  reverse  the  national  condition  so  sadly  bewailed 
by  the  Eoman  poet : — 

"  Damnosa  quid  non  imminuit  dies  ? 
^tas  parentum  pejor  avis  tulit 
Nos  nequiores,  mox  daturos 

Progeniem  vitiosiorem." 

We  seek  to  make  the  next  generation  better  than  the 
present  one.  The  Political  Economy  (so-called)  which 
objects  to  such  measures  might,  with  at  least  equal 
reason,  object  to  a  landowner  planting  a  portion  of  his 
rough  land  with  woods,  —  seeing  that  the  immediate 
effect  must  be  a  diminution  alike  of  his  capital  and  of 
the  profit  from  his  land.  He  must  wait  years  for  a  re- 
turn. But  the  return  will  come  in  his  case  :  and  not  less 
surely  will  it  come  in  the  case  of  a  nation  which  makes 
a  temporary  sacrifice  of  the  labour  of  a  portion  of  its 
members  in  order  that  those  members  may  ere  long 
become  better,  healthier,  and  more  productive  elements 
of  the  community  than  they  would  otherwise  be. 

In  truth,  there  is  a  double  gain  from  a  State-policy 
of  this  kind :  a  gain  not  merely  financially — not  merely 
by  the  population  becoming  more  efficient  as  agents  of 
production,  but  also  from  the  higher  morale  which  they 
wUl  acquire,  thereby  "sweetening  the  breath  of  society," 
and  purging  the   commonwealth  of  its  corrupt  parts. 
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Poverty  and  crime  can  never  wholly  disappear :  a  large 
portion  of  those  evils  is  simply  the  result  of  defective 
organisation :  but  a  still  larger  portion  is  the  result  of 
vitiated  health,  unaided  ignorance,  and  bad  surroundings. 
Let  us  do  our  best  to  cure  what  is  curable,  and  the  re- 
sult will  amply  repay  the  momentary  sacrifice.  England 
without  her  "dangerous  classes" — without  her  involun- 
tary paupers,  and  without  the  crime  begotten  of  such 
poverty  and  of  ignorance — ^would  be  a  glory  and  a  para- 
dise of  the  earth. 

The  education  of  the  people,  and  legislative  meas- 
ures of  protection  for  the  children  of  the  poorer  classes, 
are  now  acknowledged  to  be  an  essential  part  of  the 
duties  of  the  State.  They  are  moral  and  sanitary 
agencies  of  the  highest  value.  But  are  there  not  other 
agencies  of  a  directly  money-making  kind  which  may 
be  brought  to  the  help  of  the  weaker  classes, — and  the 
adoption  of  which  by  those  classes  may  be  considerably 
assisted  by  the  State  ? 

As  regards  the  working -classes,  the  Co-operative 
system  is  by  far  the  best — practically  the  only  direct — 
means  of  enabling  them  to  rise  above  the  wants  of  the 
hour,  by  acquiring,  in  their  own  small  way,  reserve- 
wealtL  Mr  Gladstone  has  drawn  a  distinction  between 
co-operative  societies  which  aim  directly  at  produc- 
tion, such  as  manufacturing  establishments,  and  others 
which  devote  themselves  to  retail  business,  in  the  shape 
of  supplying  the  members  with  goods.  We  fail  to  see 
the  distinction.  In  both  cases  the  aim  is  the  same, 
— namely,  to  give  to  the  working-classes  a  part  of  the 
profit  which  otherwise  woidd  go  to  capitalists.     Singly, 
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the  -working-classes  cannot  accomplisli  tMs:  by  Co- 
operation, by  the  junction  of  many  very  small  savings, 
they  can.  In  a  Co-operative  factory,  they  obtain  for 
themselves  the  profits  of  a  master, — in  other  words,  of 
a  capitalist:  in  a  Co-operative  retail -store  they  do 
the  same.  In  each  case,  by  combining  their  small 
savings,  they  play  the  capitalist  to  themselves,  and 
share  among  themselves  the  profits.  In  a  factory,  they 
divide  the  profits  of  management  and  of  capital,  obtain- 
ing the  whole  price  for  the  goods  which  they  produce. 
In  a  store,  they  do  the  same,  by  obtaining  the  goods 
which  they  require  at  cost-price. 

The  Co-operative  system,  even  when  fully  developed, 
will  never  obliterate  the  line  which  separates  capitalists 
and  labourers.  There  will  always  be  men  who,  either 
by  inheritance  or  by  superior  sagacity  and  prudence, 
possess  a  far  larger  portion  of  wealth  than  others; 
and  there  will  always  be  a  far  larger  class  who,  by  in- 
feriority of  mental  organisation,  by  comparative  defici- 
ency of  practical  intellect  or  of  prudential  character, 
must  rely  from  week  to  week  upon  their  labour.  But 
the  Co-operative  system  wiLL  partially  obliterate  the 
hard  line  which  at  present  separates  those  classes.  The 
spirit  of  the  British  Constitution  throws  open  a  career 
to  all  men.  Even  the  hereditary  peerage,  the  most 
exclusive  of  aU  our  bodies,  is  annually  recruited  from 
the  ranks  of  the  people.  And  any  means  by  which  the 
far  lesser  change  is  accomplished  of  transmuting  the 
wages-receiving  classes  into  men  holding  a  permanent 
interest  in  the  factory  where  they  work,  is  not  only 
desirable  in  itself,  but  strictly  in  consonance  with  the 


THE  CO-OPEKATIVE  SYSTEM.  647 

spirit  upon  wMch  alike  Society  and  the  Government 
in  this  country  are  framed. 

The  initial  difficulties  in  this,  as  in  all  other  new 
developments  of  finance,  are  serious.  It  is  only  experi^ 
ence  which  can  teach  how  such  improvements  may  be 
safely  and  wisely  carried  out.  If  the  working-classes, 
intoxicated  by  the  noble  idea  of  co-operation,  were 
suddenly  to  rush  into  the  scheme  to  a  large  extent, 
doubtless  many  miserable  failures  would  ensue.  Such 
a  course  is  to  be  deprecated,  alilce  in  the  interest  of 
the  intending  co-operatives,  and  also  because  of  the 
discredit  which  it  would  bring  upon  a  cause  essen- 
tially good. 

The  best  and  safest  form  in  which  the  co-operative 
system  can  be  worked  under  any  circumstances,  and 
especially  at  the  outset,  is  when  the  enterprise  is  un- 
dertaken in  concert  with  a  capitalist  or  large  em- 
ployer. Say  that  a  millowner,  reserving  two-thirds  of 
the  capital  invested  in  his  business,  resolves  to  divide 
the  remaining  third  into  very  small  shares,  offered  to 
his  workpeople.  All  the  workpeople,  doubtless,  will 
not  at  first  accede  to  the  scheme :  and  preparation  must 
be  made  for  this.  Say,  then,  that  it  is  arranged  that 
10  per  cent  shall  at  all  times  be  divided  (if  the  profits 
reach  this  moderate  amount)  among  the  shareholders — 
each  shareholder  receiving  10  per  cent  on  the  portion 
of  the  capital  which  he  has  subscribed, — and  that 
thereafter  the  surplus  receipts  be  divided  eq^ually  among 
all  the  workpeople,  whether  shareholders  or  not.  But 
what  if  the  profits  are  much  beyond  this  point?  It 
would  not,  we  think,  be  fair  that  the  whole  surplus 
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above  10  per  cent  should,  if  the  surplus  be  large,  go 
to  the  workpeople  alone, — else  there  would  be  a  cause  of 
dissatisfaction  to  the  capitalists  (the  shareholders),  who 
might  withdraw  in  order  to  embark  their  money  and 
labour  in  other  and  more  remunerative  business.  While 
recognising  the  claims  of  Labour,  the  claims  of  Capital 
must  not  be  forgotten.  Say,  then,  that  while  the 
profits  above  10  per  cent  are  divided  equally  among 
the  workers  (the  working  shareholders  included),  this 
arrangement  should  only  hold  good  up  to  the  limit 
of  15  per  cent  of  the  profits:  any  surplus  above  that 
amount  should  be  disposed  of  in  such  a  manner  that 
one-half  of  it  would  go  to  the  shareholders,  and  only 
the  other  half  to  the  workers  in  general  (working 
shareholders  included).  Above  20  per  cent,  three-fourths 
of  the  profits  should  be  similarly  appropriated  to  Capi- 
tal alone,  and  one-fourth  to  pure  Labour.  In  brief, 
the  shareholders  or  co-operatives  would  always  divide 
among  themselves  the  profits  up  to  10  per  cent;  any 
profits  above  10  and  up  to  15  per  cent  would  be  divided 
equally  among  all  the  workers,  whether  shareholders  or 
not ;  of  the  profits  above  15  and  up  to  20  per  cent 
only  one-half  would  go  to  the  workers  as  a  whole,  the 
other  half  to  shareholders  alone ;  and  of  the  profits  (if 
any)  beyond  20  per  cent,  only  one-fourth  would  go  to 
the  workers  as  a  whole. 

Of  course  the  working-classes  themselves  may  form 
Co-operative  Societies,  and  start  factories  or  other 
trading-establishments,  entirely  of  themselves,  and  with 
their  own  subscribed  capital  and  combined  skill.  And 
doubtless  there  are  some  men  among  the  working- 
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classes  who  have  capacity  to  administer  sucli  establish- 
ments successfully.  The  more  of  such  societies  the 
better,  l^evertheless  there  is  a  great  advantage,  espe- 
cially at  the  outset,  in  combining  the  great  employer  or 
capitalist,  with  his  large  means,  his  scientific  knowledge, 
his  long  experience,  and  calculating  judgment,  with  the 
"  patient  labour  "  of  the  less  gifted  multitude.  And  in 
ahnost  every  case  there  would  stiU  remain  the  question 
(stated  above)  as  to  the  portion  of  profits  to  be  divided 
among  the  pure  workpeople,  apart  from  those  who  are 
also  shareholders.  For  it  is  hardly  possible  to  conceive 
an  establishment  in  which  every  employ^  will  also  be 
a  co-operative. 

There  is  another  most  important  question  which  I 
desire  to  bring  into  notice  —  namely.  Credit  for  the 
poor.  ISTow,  Credit  involves  two  things, — the  possession 
of  wealth  and  the  possession  of  character.  Neither  of 
those  elements  of  credit  can  be  known  to  strangers, — 
character  especially  being  entirely  dependent  for  its 
value  on  the  fact  of  its  being  known.  Now,  suppose  a 
small  tailor  or  shoemaker  wants  a  loan.  By  the  system  of 
cash-credits,  long-estabhshed  in  Scotland,  and  known 
in  principle  in  all  parts  of  the  kingdom,  he  might  get  a 
loan  from  a  bank — not  on  his  own  character  and  cir- 
cumstances as  known  to  the  bank,  but  owing  to  two 
men  who  are  well  known  to  the  bank  becoming  security 
for  him.  This  is  a  great  boon.  But  in  such  a  form, 
credit  can  never  be  easily  or  widely  obtained.  The 
men  who  become  security  in  such  cases  derive  no 
profit  from  the  transaction.  They  do  it,  speaking 
roundly,   simply  from  benevolence.      Such  a  system 
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cannot  go  far.  Is  it  impossible  to  find  other  means 
of  extending  this  good  work  ? 

The  first  means  is  by  the  establishment  of  Credit- 
societies  among  the  working-classes.  In  such  societies 
each  member  becomes  well  known  to  his  fellows ;  the 
directing  body  knows  how  far  he  is  to  be  trusted, — 
which  banks  do  not;  and  they  may  give  him  a  loan, 
which  he  could  not  obtain  otherwise.  Such  loans 
would  doubtless  be  small ;  but  it  is  small  loans 
only  that  are  needed.  Hence  the  working  -  classes 
should  organise  many  such  credit-societies, — each  of 
them  a  local  concern,  embracing  members  more  or  less 
known  to  each  other.  This  knowledge,  in  fact,  is  the 
important  point :  for  no  credit-society  should  lend  to  a 
petty  shopkeeper  or  other  person  whose  character  and 
circumstances  are  not  known  to  it,  any  more  than  a  bank 
would  do  so. 

By  means  of  such  loans  a  small  tradesman  would, 
being  enabled  to  buy  wholesale,  get  his  raw  material 
cheaper  than  otherwise, — buying  in  quantity,  and  pay- 
ing, it  may  be,  in  cash.  Eetail-dealers,  shopkeepers, 
also,  would  thereby  be  enabled  to  profit  in  a  similar 
way. 

Credit  is  the  great  lever  of  production.  It  vastly  mul- 
tiplies the  productive  and  wealth-making  power  of  the 
individual,  by  enabling  him  to  obtain  from  others  (who 
do  not  trade  themselves)  wealth  which  he  can  employ 
in  trade  with  a  good  profit.  But  the  grand  difficulty 
is,  that  no  one  lends  to  the  Poor.  Wealth  obtains 
credit :  Poverty  none.  To  him  that  has  is  given.  Thus, 
wealth  begets  wealth ;  whereas  poverty  remains  perman- 
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ently  poor.  Once  make  a  man  a  small  capitalist,  and 
lie  wUl  get  credit,  and  Ins  productive  powers  and  wealtli 
may  indefinitely  increase.  But  how  to  give  liim  this 
start?  Among  the  lower-middle  class,  it  is  true,  this 
difiBculty  is  tolerably  met  in  our  country.  By  the  ad- 
mirable system  of  "cash-credits,"  whereby  money  is 
advanced  upon  character,  independent  of  capital,  poor 
Scotland  has  thriven  amazingly, — individuals  of  the 
lower-middle  and  even  of  the  working-classes  rising 
'into  both  wealth  and  social  position.  Two  men  become 
security  at  a  bank,  and  thereupon  credit  is  given,  though 
the  person  thus  credited  has  not  a  penny  to  start  with. 
To  some  extent  the  same  beneficial  system  prevails  in 
England.  But  the  point  is.  How  to  do  this  for  the 
Working-classes  as  a  body, — for  the  great  mass  who 
have  no  friends  in  the  upper  classes  to  help  them,  still 
less  any  reserves  of  their  own  ? 

We  think  that  this  is  a  problem  for  the  State.  We 
have  said  that  the  object  of  a  Government,  the  duty  of 
the  State,  is  to  do  for  the  community  what  the  com- 
munity cannot  do  for  itself.  The  task  above  stated  is 
a  work  of  this  kind.  Doubtless  it  is  a  difficult  work  to 
accomplish ;  but  in  so  far  as  it  can  be  done,  it  must  be 
done  by  the  State.  By  the  State,  or  not  at  all.  The  State, 
as  the  representative  of  the  Nation,  has  a  direct  motive  for 
helping  the  poor :  no  individual  has.  The  poor,  practi- 
cally, cannot  borrow ;  the  ordinary  sources  of  loans  are 
shut  against  them.  But  the  State,  the  nation  as  a  body, 
is  open  to  them.  The  State  lends  to  the  rich, — not  as 
a  private  boon,  but  for  draining  and  other  good  and 
useful  purposes,  important  as  regards  the  Nation.     But 
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the  State-aid  sTiould  not  stop  here.  Assuredly  it  is 
not  less  important  to  lessen  the  number  of  the  poor, 
to  raise  the  condition  of  the  working-classes,  than  to 
develop  the  resources  of  the  soil. 

Such  State-loans  ought  be  made,  not  to  individuals, 
but  to  industrial  co-operative  companies  of  the  working- 
classes,  where  numbers  may  give  security  for  repay- 
ment. In  fact,  roundly  speaking,  such  State-loans  must 
be  made  to  co-operative  societies.  We  do  not  advocate 
throwing  away  money.  That  would  be  sheer  loss  to  the 
State,  and  no  permanent  advantage  to  the  poor.  But  we 
advocate  a  system  of  lending  to  the  labouring-class  at  the 
mere  cost-price  of  the  loans,  even  though  the  State  bear 
the  whole  cost  of  the  supervising  process.  We  repeat, 
this  is  an  object  of  supreme  importance ;  and  difficult 
though  its  full  attainment  be,  it  is  worthy  of  the  highest 
efforts  of  our  statesmen.  It  is  simply  money  lent  by  the 
Nation  in  order  to  raise  a  portion  of  the  community 
into  a  better  condition.  If  wisely  made,  such  expendi- 
ture will  repay  itself  amply,  by  producing  more  national 
wealth,  political  contentment,  and  social  happiness. 

There  is  no  subject  so  tempting  as  this  for  the  ven- 
tilation of  crude  schemes  and  baseless  theories ;  nor  is 
there  any  question  in  which  crude  schemes  and  rash 
theorising  are  so  productive  of  mischief.  The  financial 
danger  of  such  proposals  is  much  the  least  part  of  the 
mischief ;  for  the  advocacy  of  impracticable  plans  and 
unattainable  objects,  in  this  department  of  national 
policy,  tends  to  produce  discontentment,  jealousies,  and 
heartburnings  among  the  lower  classes,  in  whose  inte- 
rests such  schemes  are  proclaimed.     We  therefore  pro- 
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pound  our  Adews,  earnestly  indeed,  but  with  diffidence. 
We  do  not  proclaim  them  as  dogmas, — we  submit  them 
as  suggestions.  We  believe  that  the  Government, 
whether  it  be  Whig  or  Tory,  is  as  earnest  as  can  be- 
desired  to  benefit  the  weaker  classes  of  the  community. 
All  that  is  wanted  is  to  discover  practicable  methods 
of  accomplishing  this  object.  And  the  task  is  not  an 
easy  one. 

In  a  country  like  ours,  where  there  are  no  State-lands, 
where  every  inch  of  the  soU  and  every  right  over  the 
waters  has  long  been  in  private  possession,  it  is  impos- 
sible to  give  Property  to  the  poor,  or  to  any  one,  save  by 
taking  it  from  others.  The  true  object  of  legislation,  in 
this  matter,  is  to  increase  Umployment.  Do  this,  and 
the  acquirement  of  property  will  follow.  Let  the  State 
help  to  place  the  means  of  livelihood  within  the  reach 
of  the  poor;  and  at  the  same  time  let  it  facilitate  in 
every  way  the  rise  of  the  better  part  of  the.  working- 
classes  in  the  social  scale,  by  enabling  them  by  mutual 
co-operation,  and  with  new  aid  from  the  credit-system, 
to  play  the  part  of  masters  and  capitalists  for  them- 
selves. We  do  not  mean  that  they  should  rise  out  of 
their  own  class  into  another  and  higher  one, — though 
it  is  open  to  a  few  individuals  to  do  so ;  but  that  the 
condition  of  the  whole  working-class  should  be  raised, 
— which  is  a  wider  and  better  boon. 

In  addition  to  the  methods  above-stated  for  improv- 
ing the  condition  of  the  weaker  classes,  and  conse- 
quently of  the  community  at  large  (some  of  which 
methods  are  already  in  operation),  we  desire,  in  con- 
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elusion,  to  suggest  other  work  for  the  State, — work 
by  which  the  poorer  classes  will  be  benefited,  while  a 
new  means  is  provided  for  the  development  of  the 
national  resources. 

A  grand  work  lies  before  our  Statesmen, — namely, 
that  of  developing  the  resources  of  our  country,  and,  by 
the  same  process,  of  converting  into  agents  of  produc- 
tion a  large  portion  of  our  pauper  population.  These 
are  the  two  elements  which  have  to  be  turned  to  better 
account  than  at  present, —^  namely,  the  unproductive 
Labour,  and  the  still  imperfectly  developed  natural 
resources  of  the  Country. 

The  first  of  these  objects  includes  the  thinning  of  the 
ranks  of  pauperism,  and  the  diminution  of  the  "  sunk 
capital "  annually  spent  in  poor-rates.  In  the  new  Par- 
liament, where  the  working-classes  will  be  fully  repre- 
sented, such  objects  are  likely  to  be  carried  out  with  an 
earnestness  unknown  before.  The  worldng-classes  them- 
selves, we  believe,  have  the  spirit,  as  they  unquestion- 
ably have  a  direct  interest,  to  check  the  growth  of  the 
idle  poor;  and  probably  we  may  expect  that  severer 
measures  for  this  purpose  will  be  adopted  than  hitherto 
would  have  been  politic.  For  a  middle-class  Parlia- 
ment to  enact  stringent  laws  relating  to  the  idle  poor 
would  have  excited  false  and  bitter  charges  of  oppres- 
sion; but  laws  passed  by  a  Legislature  in  which  the 
working-classes  are  fully  represented  will  be  open  to  no 
such  charges  or  misrepresentation.  In  all  probability 
we  shall  ere  long  see  the  Apostolic  maxim  enforced, 
that  if  a  man  is  to  eat  he  must  work.  Involuntary 
pauperism  wiU  be  cared  for  at  least  as  much  as  at  pre- 
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sent ;  but  self-imposed  pauperism — professional  men- 
dicancy, the  pauperism  which  becomes  a  trade,  and 
attaches  itself  like  a  gnawing  and  sapping  parasite  to 
the  Social  body — will,  it  is  to  be  hoped,  be  treated  with 
no  mawkish  sentimentality.  The  power  of  the  Execu- 
tive over  those  voluntary  paupers  ought,  for  the  sake  of 
the  honest  poor,  and  of  the  community  as  a  whole,  to  be 
strengthened ;  and  the  stern  and  righteous  fiat  may  go 
forth.  If  a  man  will  not  work,  neither  shall  he  eat. 
One  of  the  first  steps  in  this  direction  should  be  the 
rendering  more  stringent  the  Vagrancy  Laws, — a  meas- 
ure advantageous  in  itself,  and  also  important  as  a 
means  of  checking  the  socially  vicious  practice  of  indis- 
criminate alms-giving.  Greater  powers  should  also  be 
conferred  upon  the  State  for  employing  able-bodied 
paupers  in  productive  industry ;  and  in  order  to  give 
effect  to  those  powers,  it  is  requisite  that  there  should 
be  a  consolidation  of  the  various  Boards  for  the  relief 
of  the  poor. 

But,  simultaneously  with  such  measures  for  compel- 
ling the  idle  classes  to  fulfil  their  duty  as  members  of 
the  community,  the  Legislature  will  require  to  adopt 
means  for  extending  the  area  of  work.  Despite  the 
perennial  drain  of  Emigration,  every  year  a  hundred 
thousand  individuals  are  added  to  our  population, — all 
of  them  competitors  for  employment, — constituting  an 
addition  to  our  labour-market ;  so  that  either  the  means 
of  employment  must  be  correspondingly  increased,  or 
the  poor-rates  must  increase,  and  the  condition  of  our 
masses  must  deteriorate.  Doubtless,  owing  to  our  ex- 
panding trade,  the  means  of  employment  are  yearly 


656    THE  STATE,  THE  POOR,  AND  THE  COUNTEY. 

increasing, — ^yet,  judging  by  the  amount  of  our  poor- 
rates,  barely  to  an  equal  extent  with  the  growth  of  the 
population.  But  even  if  the  means  of  employment  did 
increase  in  proportion  to  the  growth  of  population, 
this  would  only  suffice  to  maintain  the  existing  condi- 
tion. We  are  not  content  with  such  a  state  of  affairs. 
And  we  should  be  sorry  to  think  that  any  Minister,  or 
any  member  of  the  community,  is  content.  Our  ex- 
tending trade  may  suffice  to  give  employment  to  the 
new  competitors  for  work  who  annually  enter  our 
labour-market ;  but,  as  experience  shows,  no  increase 
of  trade  suffices  to  convert  any  portion  of  our  million 
of  paupers  into  productive  agents. 

In  order  to  do  this,  there  must  first  be  the  pres- 
sure of  legislation  brought  to  bear  upon  our  able- 
bodied  paupers ;  and  secondly,  the  State  must  find  for 
them  new  fields  of  work  of  a  productive  kind.  The 
stone-breaking  in  our  poorhouses  is  absolutely  worth- 
less as  regards  pecuniary  return ;  and  the  whole  system 
of  treating  the  poor  is  thoroughly  demoralising.  The 
honest  poor  ask  for  work,  and  we  only  give  them  alms, 
—  a  pittance  hardly  sufficing  to  keep  soul  and  body 
together,  while  destroying  self-respect  in  the  recipient. 
If  we  could  give  productive  work  to  the  able-bodied 
poor,  and  pay  them  for  it  even  at  a  very  low  rate,  we 
should  preserve  their  self-respect,  and  also  be  able  to 
maintain  them  in  a  tolerable  degree  of  comfort.  As 
for  the  professional  paupers,  they  have  no  self-respect 
to  lose ;  but  at  least  we  may  compel  the  able-bodied 
portion  of  them  to  become  agents  of  production, — there- 
by lightening  the  burden  of  poor-rates,  while  improving 
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both,  morally  and  physically  the  condition  of  those 
applicants  for  relief.  The  point,  then,  is,  to  create  new 
fields  of  employment,  especially  for  unskilled  labour, 
not  merely  of  a  temporary  but  of  a  permanent  kind, — 
works  such  as  will  not  only  give  employment  in  their 
construction,  but  which  wiU.  also  permanently  add  alike 
to  the  wealth  of  the  country  and  to  the  area  of  remun- 
erative work.  In  what  quarters  are  such  new  fields  of 
employment  to  be  looked  for,  and  what  is  to  be  their 
character  ? 

The  part  which  the  State  must  play  in  this  matter  is 
of  a  twofold  character, — by  Legislation,  and  also  by 
direct  action  as  an  employer  of  labour.  First,  as  regards 
what  may  be  called  simple  Legislation, — which,  as  we 
shall  proceed  to  show,  is  requisite  alike  as  an  incentive, 
and  as  a  facility,  for  the  development  of  new  fields  for 
labour  and  new  sources  of  national  wealth. 

It  was  one  of  the  cardinal  duties  of  the  old  Persian 
religion — of  that  worship  of  Light,  and  perpetual  strug- 
gle against  the  forces  of  Evil,  which  formed  the  noblest 
religion  of  the  ancient  world — to  utilise  and  beautify 
the  earth,  and  to  keep  pure  the  rivers,  the  wells,  and  the 
waters.  We  may  profitably  act  upon  those  injunctions 
at  the  present  day.  One  of  our  great  but  still  unsolved 
problems  is,  how  to  keep  clean  and  healthy  our  towns, 
without  polluting  the  rivers,  and  without  wasting  the 
means  of  enriching  the  soil  As  yet  but  little  progress 
has  been  made  towards  the  attainment  of  this  threefold 
object.  The  drainage  of  many  of  our  towns  is  stOl  most 
imperfect,  so  that  alike  the  health  and  the  wealth  of  the 
community  (and  health  of  itself  adds  to  wealth)  are 
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impaired — are  inferior  to  what  they  might  and  ought  to 
be.  And  even  where  the  drainage  is  adequate,  it  is  only 
accomplished  by  polluting  our  rivers,  and  also  wasting 
the  manure  which  ought  to  be  given  back  to  the  soil. 
While  admiring  the  splendid  drainage-system  now  being 
carried  out  in  London,  where  miles  upon  miles  of  mag- 
nificent subterranean  culverts  are  constructed  to  render 
clean  and  wholesome  the  Metropolis,  does  it  not  excite 
a  feeling  of  wonder  and  of  deep  regret  to  see,  as  the  issue 
of  all  this  grand  work,  a  vast  river  of  manure  daily  and 
hourly  pouring  itself  wastefuUy  into  the  barren  depths 
of  the  sea?  A  Pactolus  flowing  past  us  without  an 
effort  to  extract  its  golden  sands !  A  vast  mine  of 
wealth  ceaselessly  emptied  into  the  ocean !  A  gigantic 
robbery  of  the  soil, — a  defrauding  of  the  land  of  the 
rich  w;aste  which  ought  to  be  returned  to  it !  It  is  as  if, 
in  a  mighty  forest,  the  fall  of  the  leaf  and  of  the  decay- 
ing timber  were  to  be  intercepted,  and  the  soil  were 
ceaselessly  called  upon  to  "  Give,  give,"  without  any  re- 
turn to  it  of  the  wasted  elements  of  its  former  products. 
One  great  object,  then,  is,  while  improving  the  sani- 
tary condition  of  our  towns,  and  thereby  adding  alike 
to  the  health,  wealth,  and  happiness  of  the  nation,  to 
return  to  the  soil  the  precious  stores  of  manure  at  pre- 
sent poured  not  only  wastefully  but  injuriously  into  our 
rivers.  "While  improving  the  health  of  the  community, 
we  must  simultaneously  utilise  the  sewage,  and  give 
back  to  the  soil  the  fertilising  elements  which  itseK  has 
produced.  And  this  second  process  will  suffice  to  accom- 
plish our  third  object.  Tor,  by  so  using  the  sewage,  we 
shall  at  the  same  time  rid  our  streams  and  rivers  of 
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the  sterilising  pollution  at  present  poured  into  them. 
There  is  no  filter  lite  the  earth :  sewage-irrigation  not 
only  suffices  to  deposit  in  the  soil  aU  the  rich  particles  of 
the  fluid,  but  also  to  purify  the  water  ere  it  is  poured 
into  the  rivers.  Thus  we  shall  add  to  the  supply  of 
pure  water,  which  under  the  present  system  of  neglect 
is  yearly  becoming  less  adequate  to  the  wants  of  the 
population,  and  also  renderuig  our  inland  waters  again 
fit  to  play  their  natural  part  as  producers  of  food.  It 
win  enable  us  to  stock  our  rivers  and  streams  with  fish. 
At  present  many  of  those  streams  are  rendered  barren — 
are  prevented  from  yielding  their  natural  produce  and 
helping  to  supply  food  for  the  population — owing  to 
their  pollution  by  sewage,  as  well  as  by  reason  of  the 
poison  poured  into  their  waters  from  our  factories. 

As  regards  the  sea-fisheries  on  our  coasts,  the  State 
must  impose  a  "  close-time,"  as  it  does  in  regard  to 
our  inland  waters.  There  are  difficulties,  no  doubt,  in 
the  way  of  adopting  this  course,  for  the  facts  of  the  case 
are  as  yet  but  imperfectly  known.*  Nevertheless  such  a 
measure  is  indispensable  in  order  to  prevent  the  exhaus- 
tion of  these  food-resources  of  the  country,  by  stopping 
the  murderous  capture  of  gravid  fish.  It  is  now  ad- 
mitted that  we  have  overfished  the  oyster-beds  on  our 
coasts, — we  have  despoiled  them  ignorantly  and  reck- 
lessly, without  taking  any  care  to  maintain  their 
reproductive  power,  much  less  to  extend  their  area  by 

*  The  greatest  authority  on  all  questions  relating  to  pisciculture  and 
the  development  of  our  fish-supphes,  is  Mr  J.  G.  Bertram, — who,  not 
only  in  his  valuable  work.  The  Harvest  of  the  Sea,  but  in  the  leading 
periodicals  and  reviews,  has  ceaselessly  urged  upon  the  public  the 
advantage  of  developing  the  food-resources  of  our  rivers  and  waters. 
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planting  new  ones :  *  but  an  infinitely  more  serious  loss, 
because  affecting  the  food-supply  of  the  masses,  is  occa- 
sioned by  the  annual  destruction  of  the  female  mackerel 
and  herring  while  in  roe. 

In  these  important  matters — namely,  as  regards  the 
sewage,  the  fertility  of  our  rivers,  and  of  our  coast-waters, 
the  only  part  which  the  State  has  to  play  is  that  of 
Legislation.  It  will  not  of  itself  develop  those  resources 
— for  private  enterprise  is  adequate  for  this  work :  but 
it  win  clear  the  way.  Especially  as  regards  the  utilisa- 
tion of  sewage,  Invention  must  supplement  legislation ; 
but  legislation  will  greatly  quicken  invention  by  bring- 
ing to  bear  upon  it  the  stimulating  pressure  of  Necessity. 

In  all  these  matters,  while  the  State  clears  the  way, 
private  enterprise  must  do  the  rest.  As  regards  the 
utilisation  of  the  sewage,  joint-stock  companies  will 
be  formed  for  conveyiug  our  rich  waste  to  the  fields. 
Moreover,  a  new  field  for  the  use  of  sewage  will  be 
created  by  the  State-works  suggested  in  the  sequel. 
The  stocking  of  our  rivers  and  inland  waters  with  fish 
— nearly  all  of  those  waters  being  private  property — 
must  likewise  be  accomplished  by  private  enterprise, 
As  regards  some  of  our  lakes,  companies  may  be  estab- 
lished for  the  purpose  of  converting  them  into  fish- farms. 
History  tells  us  how  the  Egyptians  of  old  annually  raised 
a  large  revenue  from  a  single  artificial  lake,  formed  by 
the  overflowings  of  the  Nile.  In  China  we  see  the  same 
thing  done  at  the  present  day:  even  the  temporarily 

*  Under  the  directions  of  Professor  Coste,  of  the  French  Institute, 
a  yearly  increasing  number  of  oyster-beds  are  being  planted  round  the 
French  coasts. 
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flooded  rice-fields  there  are  stocked  with  fish,  and  yield 
food  to  the  labourers.  Doubtless,  if  a  lake  is  to  be  con- 
verted into  a  fish-farm,  we  must  act  as  we  do  in  all  other 
processes  of  production.  We  feed  the  soil  by  manure, 
in  order  to  raise  it  to  its  full  power  of  production; 
and  if  we  want  to  get  the  most  from  farm-stock,  we  do 
not  leave  the  sheep  and  cattle  to  find  food  for  them- 
selves solely  from  the  hillsides  or  the  uncultivated 
ground.  We  must  act  in  like  manner  if  we  would 
develop  the  food-producing  power  of  our  lakes  and 
ponds.  Especially  in  the  case  of  the  English  and  Scot- 
tish lakes,  whose  beds  are  for  the  most  part  rocky,  the 
food-elements  which  they  contain  must  be  increased,  by 
the  sowing  of  water-plants  in  the  shallows,  and  such- 
like means,  in  order  that  the  growth  of  their  marvel- 
lously prolific  finny  population  may  indefinitely  increase. 
If  the  large  lakes  of  Great  Britain  and  Ireland  were  thus 
cultivated — if  our  ponds  and  canals  were  stocked  with 
carp,  our  marshes  with  eels,  and  our  rivers  with  trout 
and  salmon — the  addition  thus  made  to  the  food-pro- 
ducing power  of  the  country  would  be  far  greater  than 
almost  any  one  at  present  imagines.  There  is  no  reason 
why  an  acre  of  water  might  not  be  made  as  productive 
as  an  acre  of  land.  Country  gentlemen,  who  have  any 
waste  or  ornamental  water  on  their  estates,  should  stock 
it  with  carp, — if  not  for  the  sake  of  their  own  tables,  for 
the  benefit  of  the  poor  of  their  respective  neighbourhoods. 
And  if  it  be  remembered  that  nearly  one-half  of  our 
entire  population  are  dependent  for  food  upon  the  corn 
and  cattle  imported  from  abroad — not  to  speak  of  the 
immense  amount  of  what  may  be  called  luxuries,  such 
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as  tea,  coffee,  &c. — the  importance  of  this  object  can 
hardly  be  overrated.  It  would  add  alike  to  the  food 
and  to  the  employment  of  our  people* 

As  regards  the  Land,  the  action  of  the  State  must  be 
of  a  more  direct  kind.  There  are  vast  natural  resources 
of  the  country  which  cannot  be  turned  to  account  save 
by  the  direct  action  of  the  State.  The  Tyorks  requisite 
for  this  purpose  are  too  great  to  be  undertaken  by  pri- 
vate enterprise.  They  are  either  so  costly,  or  they  in- 
volve so  many  separate  and  conflicting  interests,  or  else 
the  return  upon  the  expenditure  would  be  so  remote,  as 
to  render  their  execution  impossible  save  by  the  State — 
by  the  Nation  as  a  whole,  acting  through  the  Executive. 

As  an  example  of  this  kind,  we  may  particularise  the 
reclamation  of  the  vast  waste-lands  of  Ireland.  An  im- 
mense tract  of  the  central  and  western  area  of  Ireland, 
comprising  about  a  million  and  a  half  acres,  at  present 
exists  in  this  useless  condition.  Besides  the  "Bog  of 
Allen,"  extending  in  dissevered  portions  through  King's 
County,  Longford,  Westmeath,  and  Kildare,  there  is  a 
far  vaster  tract  of  waste-land  lying  west  of  the  Shannon 
in  the  counties  of  Galway,  Eoscommon,  and  Mayo. 
Such  a  work  of  reclamation  may  suitably,  and  we  be- 
lieve profitably,  be  undertaken  by  the  State.  In  many 
cases,  the  portion  of  the  soil  which  presents  the  greatest 
initial  difficulties,  and  which  is  the  last  to  be  brought 

*  The  marTellous,  if  not  perilous,  extent  to  which  our  population  is 
dependent  upon  foreign  countries  alike  for  Food  and  for  Employment, 
and  the  urgency  of  developing  our  own  food-resources,  was  pointed 
out  in  my  former  work  (The  Economy'' of  Cajyilal,  pp.  381-408).  For 
the  present  amount  of  our  Food-imports,  see  supra,  p.  55.  Even  in 
ordinary  years,  we  import  food  and  food-luxuries  to  the  value  of  nearly 
80  millions  sterHng. 
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under  cultivation,  proves  the  most  productive  in  the 
end.  This  has  been  the  case  with  all  our  marshy  flats : 
and  we  believe  it  will  prove  true  in  the  case  of  the 
peat-bogs  and  marshes  of  Ireland,  where  deposits  of 
rich  material  are  likely  to  be  found,  ready  to  manure 
the  reclaimed  ground ;  and  where  in  almost  every  case 
we  may  look  for  an  underlying  virgin  soU,  composed 
of  decayed  vegetation,  which  will  abundantly  repay  cul- 
tivation. 

In  the  reclamation  of  those  Irish  waste-lands,  two 
different  processes  must  be  adopted.  As  regards  a 
great  portion  of  the  area,  drainage  on  an  imperial 
scale  must  be  undertaken :  works  extending  over 
great  distances,  and  passing  through  the  estates  of 
many  separate  landowners,  in  order  to  carry  off  the 
sterilising  waters  from  those  inland  tracts  to  the  sea. 
And  in  regard  to  the  whole  of  this  wide  region  of  bog, 
whether  marshy  or  dry,  costly  processes  of  reclamation 
and  cultivation  are  req^uired.  In  most  parts,  the  peat 
must  be  removed  before  cultivation  can  begin;  and 
Science  now  enables  us  to  turn  to  profitable  uses  even 
this  superincumbent  mass  of  sterile  soil  In  other 
parts,  woods  may  be  planted,  which  in  the  course  of 
years  will  yield  an  annual  revenue  in  the  shape  of 
timber.  Any  one  who  visits  Dunkeld,  and  some  other 
parts  of  the  Scottish  Highlands,  may  see  what  magnifi- 
cent trees  can  be  grown,  and  how  extensively  timber- 
cultivation  may  be  applied,  upon  a  thia  and  rocky  soil 
incapable  of  any  other  kind  of  production. 

The  State,  of  course,  before  engaging  in  those  opera- 
tions, would  purchase  the  area  of  waste-land  which  it 
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proposed  to  reclaim :  a  purchase  which  would  cost  little, 
and  the  payment  for  which  could  be  made  in  such  a 
manner  as  to  defer  the  greater  part  of  the  burden  until 
the  lands  became  productive. 

Thus,  besides  obtaining  a  large  and  new  field  for  the 
employment  of  unskilled  labour,  and  also  securing  a 
great  future  addition  to  the  resources  of  the  country,  the 
State,  being  in  possession  of  this  large  tract  of  reclaimed 
ground,  could  try  the  experiment  of  leasing  the  ground 
in  small  holdings  to  Crown-tenants.*  This  is  a  measure 
strongly  urged,  in  some  quarters,  as  a  means  of  improv- 
ing the  social  condition  of  Ireland:  and  it  certainly 
could  not  be  adopted  in  a  better  manner  than  that  which 
we  propose.  From  the  outset  of  these  State-works  of 
reclamation,  additional  employment  would  be  furnished 
to  the  Irish  poor  and  peasantry ;  and  in  the  issue,  a 
large  extent  of  Crown-lands  would  be  obtained,  upon 
which  the  experiment  of  small  holdings  might  be  tried 
in  the  best  form. 

Another-  work,  similar  in  purpose,  though  widely 
different  in  form,  remains  to  be  accomplished  by  the 
State.  The  grand  obstacle  to  the  growth  of  this  country, 
in  population  and  national  power,  is  the  smallness  of 
our  territory, — the  limitation  imposed  upon  our  growth 
by  the  engirdling  seas.  The  greatest  boon  that  could 
happen  to  us  would  be  if  the  sea  were  suddenly  to  throw 
up  a  broad  margin  of  dry  ground  all  round  our  coasts. 

*  It  would  be  >..  mistake  to  place  the  Irish  peasants  in  absolute 
possession  of  these  small  holdings  :  for,  we  believe,  they  would  divide 
and  subdivide  the  soil  until  they  became  a  population  hardly  above 
the  condition  of  paupers  even  in  average  years,  and  sinking  into  utter 
pauperism  and  starvation  whenever  a  bad  year  came. 
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Sucli  an  ocean-gift,  of  course,  is  not  be  looked  for.  But 
a  great  addition  to  our  resources — alike  to  the  supply  of 
Employment  and  of  Food — ^would  be  obtained  were  the 
enclosure  of  land  from  the  sea,  from  the  tidal  margias, 
to  be  undertaken  as  an  imperial  work.  Look  what 
Holland  has  done, — nay,  did  centm-ies  ago.  And  if  the 
Dutch — then  poor  in  wealth,  scanty  in  numbers,  though 
indefatigable  in  spirit — accomplished  so  much  in  this 
respect  several  centuries  ago,  what  may  not  the  British 
nation  now  accomplish,  with  our  vast  wealth  and  super- 
abundant population,  aided  by  all  the  engineering  science 
and  mechanical  appliances  which  full-grown  civilisation 
places  at  our  disposal  ? 

A  glance  at  the  map  will  show  what  wide  enclosures 
might  be  made  even  on  the  coasts  of  England  alone. 
Look  at  the  extensive  shallows  of  the  Solway  —  oi 
Morecambe  Bay — of  the  Wash — of  the  estuary  of  the 
Severn,  and  at  the  mouth  of  the  Thames.  In  the 
Bristol  Channel  several  miles  of  sea -bottom,  covered 
in  many  parts  with  alluvial  mud,  could  be  reclaimed 
—  with  great  advantage  to  the  navigation,  which  at 
present  is  very  perilous.  Large  enclosures  also  might 
be  made  on  the  Essex  coast,  stretching  from  Southend 
northwards  to  the  mouth  of  the  Blackwater.  This  is  an 
area  of  operations  for  State-works  for  years  to  come. 
Here,  if  not  elsewhere,  is  an  ample  field  for  the  profit- 
able use  of  all  our  wasted  sewage.  Those  sandy  tracts, 
left  bare,  or  almost  bare,  by  the  refluent  tide,  might  all 
be  enclosed,  and  added  to  the  productive  soil  of  our 
little  country.  The  expenditure,  it  is  true,  would  yield 
no  pecuniary  return  for  wellnigh  the  lifetime  of  a  gen- 
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eration:  but  thereafter  almost  the  whole  rent  of  the 
land  would  be  net  profit,  and  would  amply  suffice  to 
extinguish  the  State-loans  contracted  for  the  execution 
of  those  works.  Moreover,  even  the  present  generation 
would  benefit  largely  by  the  additional  employment 
thus  afforded  for  unskilled  labour,  and  by  the  conse- 
quent thinning  of  the  ranks  of  pauperism,  and  decrease 
of  the  poor-rates. 

Nor  would  the  State  be  left  to  bear  the  whole  initial 
burden  of  such  great  and  beneficial  undertakings.  Com- 
panies would  be  formed,  undertaking  special  branches 
of  the  work  of  reclamation,  and  thereby  lessening  the 
task  of  the  State.  For  example,  a  joint-stock  company 
has  been  projected  for  removing  and  utilising  the  beds 
of  peat  which  at  present  encumber  the  surface  of  the 
bog-region  of  Ireland ;  and  doubtless  companies  would 
spring  into  existence,  in  the  wake  of  the  State's  opera- 
tions, to  do  other  parts  of  the  work  of  reclamation,  alike 
as  regards  the  waste-lands  of  Ireland  and  the  enclosures 
to  be  made  from  the  sea.  But  the  State  must  take  the 
initiative :  it  must  execute  those  parts  of  the  works 
which,  either  from  their  costliness,  or  legal  obstacles, 
or  owing  to  the  long  time  which  must  elapse  before  an 
adequate  return  on  the  expenditure  is  obtainable,  can- 
not be  accomplished  by  private  enterprise.  A  joint- 
stock  company  is  an  ever-changing  body,  which  cannot 
be  expected  to  undertake  the  execution  of  works  upon 
which  (as  in  the  case  of  reclamations  of  land  from  the 
sea)  no  returns  are  to  be  looked  for  until  after  the  lapse 
of  thirty  years — in  other  words,  until  the  first  genera- 
tion of  shareholders  has  passed  away.    But  the  State — 
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i.  e.,  the  Nation  as  a  whole — cau  afford  to  wait  this  time ; 
especially  as  even  the  present  generation  would  recei-\^e 
a  return  for  its  share  of  the  burden  in  the  lightening  of 
the  poor-rates,  and  in  the  increased  comfort  and  content- 
ment of  the  masses. 

In  the  case  of  the  waste-lands  of  Ireland,  the  first  thing 
to  be  done  is  to  make  a  complete  engineering  survey, 
and  system  of  drainage,  for  the  whole  area  of  waste- 
lands which  it  is  proposed  to  reclaim.  This  is  indis- 
pensable :  for  if  the  drainage-plans  of  any  part  be  made 
without  regard  to  the  requirements  of  the  whole  district, 
the  plans  first  executed  may  seriously  obstruct  those 
to  be  subsequently  carried  out, — as  was  disastrously 
experienced  in  the  early  drainage -works  in  the  dis- 
tricts adjoining  the  Wash.  But,  while  the  engineering 
plan  for  the  whole  area  ought  to  be  made  complete 
from  the  first,  it  does  not  follow  that  the  whole  plan 
should  be  carried  out  at  once.  No  more  work  should  be 
undertaken  in  any  year  than  is  sufficient  to  open  a  field 
for  the  employment  of  the  surplus  of  unskilled  labour 
which  exists  in  the  community, — namely,  for  the  able- 
bodied  poor  who  cannot  find  employment  for  them- 
selves.* Out  of  regard  to  financial  considerations,  also, 
the  work  should  be  executed  in  parts.     If  the  works 

*  Sufficient  work  for  our  convicts,  we  believe,  might  be  found  with- 
out employing  them  in  the  works  mentioned  above.  But  if  any 
portion  of  them  were  so  employed,  it  would  be  indispensable  that 
these  gangs  of  criminals  should  be  kept  distinct  from,  and  subordinate 
to,  the  other  workers.  There  should  be  no  degradation  for  the  poor 
employed  on  those  works, — only  a  rate  of  pay  so  low  as  to  make  them 
return  to  ordinary  emplo}'ment  on  the  first  opportunity.  In  fact,  no 
money  need  be  given  to  them  at  all :  an  order  upon  the  Government 
Stores  for  an  eciuivalent  amount  of  consumable  articles  would  suffice. 
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were  to  he  carried  on  at  once  and  simultaneously  over 
the  whole  area  marked  out  for  reclamation,  a  heavier 
burden  would  be  imposed  on  the  public  than  is  desir- 
able or  necessary.  The  works,  though  planned  as  a 
whole,  should  be  executed  in  parts ;  so  that  one  part 
may  be  reclaimed,  and  rendered  productive,  before  the 
others  are  undertaken.  This  could  easily  be  done. 
Owing  to  the  different  levels,  and  other  circumstances 
of  those  waste-lands,  the  drainage-plans  would  subdivide 
themselves  into  parts, — each  of  which,  as  regards  its 
execution,  would  be  more  or  less  independent  of  the 
others.  In  this  way  the  work  of  reclamation  could  be 
carried  on  gradually, — so  as  to  require  neither  more 
labour  than  our  unemployed  population  can  supply, 
nor  more  money  than  can  be  expended  profitably  even 
with  reference  to  the  interests  of  the  contemporaneous 
tax-payers, — i.  e.,  than  the  public  would  gain  by  the 
diminution  of  the  poor-rates. 

The  enclosures  from  the  sea,  of  course,  could  not  be 
executed  in  this  manner.  The  whole  sea-wall  would 
require  to  be  constructed  before  any  portion  of  the  new 
land  could  be  turned  to  account.  As  regards  those 
enclosures,  it  is  doubtful  whether  the  State  should 
keep  the  new  lands  in  its  own  hands, — leasing  them  to 
Crown-tenants.  Unquestionably  the  heavy  cost  of  en- 
closing and  reclaiming  these  lands  would  be  greatly 
lessened  if  the  State  confined  its  operations  to  the  enclo- 
sure and  drainage  of  the  area,  and  thereafter  made  over 
the  land  to  joint-stock  companies,  which  should  engage 
to  render  it  productive  by  the  use  of  sewage  and  other 
appliances.    If  the  cost  of  carriage  were  not  too  great, 
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no  plan  would  be  so  efficient  as  to  convey  to  those  sandy 
tracts  the  peat  of  the  Irish  bogs,  to  be  combined  with 
the  sewage  of  the  adjoining  towns ;  for  peat  contains 
the  elements  of  the  richest  soil,  and  nothing  so  quickly 
converts  it  into  such  soil  as  the  fermentation  produced 
by  mixing  it  with  manure. 

"We  must  next  venture  a  few  words — although  merely 
suggestively,  or  at  best  as  an  outline — with  respect  to 
the  financial  process  by  which  the  State  should  carry 
out  those  large  works.  In  the  first  place,  it  is  to  be 
observed  that  such  works  would  amply  repay  the  State 
in  future  years  by  the  permanent  addition  which  they 
would  make  to  the  field  of  employment  ia  this  country, 
— thereby  sufficing  to  retain,  as  tax-paying  and  wealth- 
making  members  of  the  community,  a  portion  of  our 
people  who  would  otherwise  emigrate.  These  works 
would  also  add  in  an  equal  degree  to  the  food-produc- 
ing powers  of  the  country.  Nevertheless  the  future 
gain  is  not  enough.  "We  do  not  doubt  the  patriotic 
sentiments  of  the  Nation,  —  we  do  not  doubt  that 
the  public  would  be  willing  to  submit  in  some  degree 
to  financial  burdens  in  order  that  the  prosperity  of  the 
country  of  our  children  might  be  increased.  Never- 
theless, it  is  desirable  to  render  unnecessary  any  such 
sacrifice,  however  small,  of  present  interests.  And  we 
think  that  the  works  which  we  have  suggested  might 
be  executed  without  any  addition  to  the  taxation,  local 
and  imperial,  of  the  country. 

The  main  object,  then,  to  be  kept  in  view  is  to  accom- 
plish the  proposed  works  without  adding  to  the  general 
taxation — local,  of  course,  as  well  as  imperial — of  the 
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country.  And  the  first  point  to  be  attained  is,  that  the 
present  cost  of  those  State-works  should  be  compensated 
by  the  diminution  of  the  expenditure  of  "  sunk  capital " 
in  the  form  of  poor-rates.  Conducted  on  the  principles 
•which  we  have  stated,  these  works  would  not  affect  the 
ordinary  labour-market  of  the  country  ;  they  would 
simply  take  the  place  of  the  present  useless  and  de- 
moralising labour  in  our  Unions,  —  thereby  preserv- 
ing the  self-respect  of  the  applicants  for  relief,  while 
rendering  their  work  a  means  of  repaying  the  cost  of 
their  maintenance.  Under  the  existing  system,  the 
labour  of  able-bodied  paupers  is  virtually  wasted. 
Labour,  in  fact,  at  present  is  imposed  upon  the  paupers 
simply  to  deter  them  from  applying  for  relief  If  em- 
ployed on  those  State-works,  the  paupers — the  poor 
who  cannot  get  other  work — would  be  maintained  in  a 
state  of  comfort,  very  different  from  their  present  con- 
dition. But,  in  return,  the  State  would  demand  from 
them  work, — and  it  would  be  work  which  would  repay 
the  cost  of  their  maintenance  in  comfort.  When  it  is 
remembered  that  the  amount  annually  raised  from  the 
public  in  the  form  of  poor-rates  is  about  twelve  millions 
sterling,*  it  becomes  obvious  that  a  very  small,  almost 
infinitesimal,  reduction  of  that  sum  would  suffice  to  pay 

*  Tlie  amount  of  Poor-rates  paid  in  England  and  "Wales  alone,  in 
tlie  year  1866,  was  £9,958,250.  But  not  one-half  of  this  amount  ever 
reached  the  hands  of  the  poor.  Three  millions  (£2,997,642)  were 
absorbed  in  Police  and  County  Eates  and  other  expenses  "unconnected 
with  Belief."  Two  millions  (2,054,048)  were  spent  in  salaries,  for 
lunatic  asylums  (£566,000),  and  other  expenses  "  connected  with 
Belief."  And  i\  millions  reached  the  hands  of  the  poor, — £1,188,784 
in  the  form  of  Indoor  relief,  and  £3,196,685  in  the  form  of  Outdoor 
relief. 
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the  interest  on  tlie  money  expended  in  the  execution  of 
these  great  State-works. 

And  the  interest  on  that  sum  is  all  that  we  have  to 
do  with.  The  future  profit  which  will  accrue  from  the 
works  of  reclamation  will  in  the  end  suffice  to  pay-off 
the  capital  borrowed  in  order  to  execute  them.  In  the 
case  of  the  Irish  bog-lands  and  wastes,  this  will  occur 
at  no  distant  period ;  but  probably  a  generation  must 
pass  away  before  the  proposed  works  of  enclosure  from 
the  sea  can  become  directly  remunerative, — i.e.,  before 
the  return  will  suffice  to  repay  the  capital  expended 
upon  them.  Although  the  State  were  to  borrow  at  the 
present  rate  of  interest  on  our  State-Debt — ^namely, 
about  2>\  per  cent — we  believe  no  additional  burden 
would  be  imposed  upon  the  community.  Such  State- 
works  might  surely  be  expected  to  lessen  the  poor-rates 
to  the  extent  of  one-hundreth  part  (1  per  cent) :  this, 
on  the  12  millions,  would  be  £120,000  a-year.  Now, 
£120,000  a-year  would  be  the  interest  on  four  millions 
sterling ;  and  we  do  not  think  that  more  than  this  sum 
would  ever  be  required  at  once.  This  would  certainly 
be  the  case  in  regard  to  the  Irish  waste-lands ;  for  the 
land  so  reclaimed  would  speedily  become  productive, — 
yielding  a  revenue  which  would  at  once  suffice  to  pay  a 
portion,  and  very  soon  the  whole,  of  the  annual  interest 
on  the  expenditure. 

But  in  order  to  minimise  the  present  charge  for  inte- 
rest upon  this  expenditure,  the  State  should  borrow  in 
such  a  manner  that  the  burden  would  be  less  on  the 
present  generation  than  on  the  succeeding  one :  for 
example,  by  contracting  a  loan  at  3  per  cent  at  most, — : 
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which  could  easily  be  done,  on  the  condition  that  at  a 
given  period  the  bondholders  shoidd  be  paid  a  larger 
sum  than  they  subscribed.  Say  that  the  loan  were 
contracted  at  3  per  cent,  and  that  the  subscribers  of 
£100  were  to  be  repaid  £125  at  the  end  of  25  years ; 
this  would  virtually  be  borrowing  at  3f  per  cent,  al- 
though a  part  of  the  payment  would  be  postponed  to 
future  years,  when  the  State-works  would  become  re- 
munerative. In  the  case  of  the  Irish  waste-lands,  the 
loan  need  not  be  for  so  long  a  period,  and  consequently 
the  ultimate  premium  to  be  paid  on  the  amount  bor- 
rowed would  be  proportionately  less.  JSTor  is  it  requisite 
that  the  given  time  for  the  repayment  of  these  loans 
should  be  absolutely  adhered  to.  It  would  be  difficult 
to  ascertain  correctly  at  the  outset,  the  date  at  which 
the  reclaimed  lands  would  yield  a  certain  annual 
sum.  But  this  does  not  matter.  A  time  should  be 
fixed  for  the  repayment  of  each  loan — say  of  £125 
for  every  £100  subscribed :  but  the  State  might  reserve 
to  itself  the  right  to  pay  off  the  loan  sooner,  or  later, 
according  to  circumstances.  If  the  loan  were  paid  off 
sooner  than  the  stipulated  time,  the  bondholders  of 
course  would  receive  somewhat  less  than  £125  for  each 
£100.  If  it  were  paid  off  later  than  the  stipulated 
time,  then  the  State  would  on  each  year  after  that  date 
have  to  pay  interest  on  £125  instead  of  on  £100.  This 
would  in  no  way  alter  the  financial  character  of  the 
compact,  either  as  regards  the  State  or  the  bondholders. 
The  security  of  the  State  being  absolutely  perfect,  the 
bonds  would  sell  at  nearly  (if  not  quite)  their  fuU  value 
from  the  outset ;  and  they  would  do  so  likewise  if  repay- 
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ment  were  postponed  on  the  above-mentioned  terms. 
In  fact,  the  bonds,  whether  paid  sooner  or  later,  would 
always  bear  (nearly,  if  not  quite)  the  same  value; 
accordingly  they  would  sell  at  the  same  price,  cceteris 
paribus  —  i.  e.,  in  the  same  condition  of  the  money 
market* 

If  this  plan  of  State-works  were  carried  out,  the  State 
would  proceed  to  contract  new  loans  in  proportion  as 
the  first  loans  were  paid-off.  Hence,  as  a  matter  of 
fact,  there  would  be  little  or  no  payment  of  money  in 
discharge  of  those  loans.  The  public  would  take  up 
the  new  State-bonds  in  lieu  of  the  old  ones  :  that  would 
be  all.  But  it  would  be  exceedingly  desirable,  as  a 
matter  of  accounts,  that  the  loans  contracted  for  each 
successive  undertaking  should  be  kept  separate, — in 
order  that  the  history  of  each  investment  might  be 
recorded.  Each  loan  should  be  kept  distinct,  and  paid- 
off  from  the  proceeds  of  the  particular  lands  upon  the 
reclamation  of  which  it  was  expended. 

It  is  important  to  add  that  these  loans  for  Public 

*  As  the  State-loans  would  be  of  small  amount — ^probably  never  at 
any  time  exceeding  four  millions, — they  might  all  be  taken  up  by  the 
Insurance  Companies  and  other  parties  desirous  of  making  a  permanent 
investment  in  such  State  -  securities,  which  would  yield  a  slightly 
greater  return  than  ordinary  Consols.  To  such  permanent  investors, 
a  State-bond  for  £100  yielding  annually  3  per  cent  of  interest,  and 
repayable  by  £125  twenty-five  years  afterdate,  would  be  equal  to  value 
to  a  bond  bearing  3|  per  cent  all  through  the  period.  On  the  other 
hand,  if  such  bonds  (Uke  ordinary  Consols)  were  constantly  changing 
hands,  their  current  value  in  the  early  years  would  be  less  than  the 
full  value, — seeing  that  any  person  who  merely  held  them  for  a  year 
would  only  get  3  per  cent  interest ;  whereas  in  the  later  years  their 
value  would  exceed  their  average  value  for  the  whole  period, — owing 
to  the  approach  of  the  stipulated  time  at  which  they  are  to  be  paid-off 
at  £125  for  every  £100, 

2U 
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Works  slioiold  form  a  distinct  and  separate  portion  of 
the  National  Debt.  They  ought  not  to  be  raised  in  the 
form  of  Consols, — but  as  a  new  kind  of  State-bonds.  It 
would  be  a  double  mistake  to  make  such  loans  simply 
an  addition  to  the  Punds  :  first,  because  we  propose  that 
they  should  be  borrowed  at  a  lower  rate  of  interest  than 
that  payable  on  the  Punds, — the  difference  being  made 
up  in  the  form  of  a  deferred  payment.  And  secondly, 
because  if  they  were  mingled  up  with  the  main  body  of 
the  National  Debt,  it  would  be  much  more  difficult  to 
pay  them  off.  It  is  the  magnitude  of  our  3  Per  Cents 
which  constitutes  the  most  serious  obstacle  to  dealing 
with  them.  They  cannot  be  dealt  with  in  part.  Any 
proposal  for  converting  them  into  another  kind  of  stock 
must  be  made  to  the  whole  body  of  Pundholders. 
Hence  any  attempt  to  reduce  the  rate  of  interest 
upon  them — say  by  converting  them  into  2^  per  cent 
stock — must  of  necessity  fail:  for  even  though  nine- 
tenths  of  the  Pundholders  were  willing  (which,  however, 
they  are  not  likely  to  be)  to  submit  to  this  change,  the 
refusal  of  the  others  would  prove  fatal  to  the  scheme, — 
seeing  that,  in  order  to  carry  out  the  scheme,  the  Govern- 
ment would  have  to  raise  a  new  loan  of  70  millions  in 
order  to  pay-off  even  so  small  a  minority  as  we  have 
supposed  of  objecting  Pundholders.  Moreover,  even  if 
no  attempt  were  made  to  reduce  the  value  of  the  3  Per 
Cents, — ^though  it  were  merely  desired  to  convert  them 
at  their  full  value  into  terminable  annuities,  the  scheme 
is  rendered  impracticable  by  the  magnitude  of  the  amount 
(780  millions)  to  be  dealt  with,  even  though  all  the 
Pundholders  were  willing  to  accept  the  proposed  terms. 
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Throughout  this  -work,  we  have  strenuously  opposed 
all  needless  State-intervention  in  industrial  enterprise. 
It  is  only  where  a  great  national  work  has  to  be  accom- 
plished, which  private  or  local  enterprise  cannot  under- 
take, that  the  State  shoiild  intervene.  The  two  great 
requirements  of  State-intervention  are:  first,  that  the 
work  should  be  of  national  importance,  yet  beyond 
the  sphere  of  private  enterprise ;  and  secondly,  that 
the  nature  of  the  work  should  be  specially  fitted  for 
the  employment  of  unskilled  labour, — so  as  to  present 
a  iield  for  the  profitable  employment  of  the  able-bodied 
poor  who  cannot  get  other  work.  In  both  of  these 
respects,  the  great  tasks  which  we  have  proposed  for 
the  State  are  perfectly  suitable.  In  the  same  category, 
also,  may  be  included  the  construction  of  railways  in 
Ireland,  with  the  view  of  opening  up  districts  which 
but  for  State-help  must  remain  secluded  and  nonpro- 
gressive. Such  State -help  to  be  given  (as  in  India) 
in  the  form  of  a  guaranteed  rate  of  interest  upon  the 
expenditure.* 

The  construction  of  railways  and  reclamation  of  the 
waste-lands  of  Ireland  are  works  which  ought  imme- 
diately to  be  undertaken.  The  enclosures  from  the  sea, 
on  the  other  hand, — being  a  work  which  would  be  much 
more  tardily  remunerative, — ought  to  be  kept  in  reserve 
for  seasons  of  exceptional  distress.  Nevertheless,  even 
in  the  latter  of  these  cases,  the  surveys,  plans,  and  esti- 
mates ought  to  be  made  at  once,  in  order  that  the  works 
might  be  undertaken  promptly,  when  occasion  required, 
instead  of  losing  precious  time  when  the  distress  is  upon 
*  See  also  p.  564. 
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US,  by  having  to  do  then  the  preliminary  work  which 
may  be  advantageously  performed  at  present. 

An  expenditure  for  those  objects  would  be  far  more 
profitable  than  devoting  an  equal  sum  to  the  diminu- 
tion of  the  National  Debt.  In  truth,  it  would  have 
been  much  better,  and  wiser  on  the  part  of  Parliament, 
to  have  devoted  the  half-million  now  set  apart  for  ex- 
tinguishing a  portion  of  the  Debt,  to  the  execution  of 
such  works  as  we  have  named.  As  a  rule,  money  cannot 
"  fructify"  in  the  hands  of  the  State,  because  the  State 
does  not  trade.  But  in  this  exceptional  case,  the  State 
would,  for  the  sake  of  the  nation,  engage  in  industrial 
operations:  and  although  these  operations  would  pro- 
bably give  no  direct  gain  to  the  State,  even  after  the 
lapse  of  many  years — direct  gain  indeed  forming  no 
object  of  the  enterprise,  —  yet  the  money  expended 
would  "fructify"  as  regards  the  Nation,  by  adding 
to  the  resources  of  the  country,  and  moreover  would 
benefit  the  State  indirectly  by  eventually  increasing 
the  productiveness  of  taxation. 

Ours  is  a  very  small  country.  And  the  greatest 
object  of  our  Statesmen  should  be  to  compensate  our 
geographical  insignificance  by  developing  to  the  utmost 
alike  the  natural  resources  of  the  Country  and  the  pro- 
ductive powers  of  the  People.  The  first  step  towards 
the  attainment  of  this  grand  object  of  national  policy  is 
to  diminish  the  numbers  of  our  pauper-class,  and  turn 
to  remunerative  account  the  labour  of  those  who  remain. 
At  present,  one-thirtieth  part  of  our  population  are  not 
only  non-productive,  but  a  positive  burden  upon  the 
wealth,  and  a  drawback  upon  the  general  welfare  of 
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the  community.  Every  day  in  tlie  year,  there  is  a 
million  of  persons  on  the  poor's-roU ;  of  which  number 
at  least  150,000  are  able  for  work.  A  vast  Army  of 
Industry,  at  present  turned  to  no  account.  Even  if 
one-third  of  those  able-bodied  paupers  were  employed 
on  works  which  would  simply  repay  the  cost  of  their 
maintenance,  a  sum  might  annually  be  saved  amply 
sufficient  to  pay  the  interest  on  the  State-loans  required 
for  the  execution  of  such  works ;  while  these  would  not 
only  give  employment  to  those  paupers,  but  would  per- 
manently iacrease  the  field  of  employment,  while  adding 
to  the  productive  area  and  wealth  of  the  country.  We 
should  turn  to  accoim^t  a  portion  of  our  non-productive 
Labour,  while  extending  the  natural  resources  of  the 
Country. 

The  other  great  object  of  our  national  policy  should 
be  to  develop  to  the  utmost  the  productive  powers  of 
our  population.  Despite  every  means  which  may  be 
employed  to  extend  the  productive  area  of  our  country, 
our  population  must  ever  remain  small  compared  to 
that  of  the  great  empires  now  rising  around  us, — small 
also  compared  with  the  additions  annually  made  to  our 
population.  Emigration  must  still  contiuue  to  draft  away 
from  us  a  large  portion  of  our  national  growth.  Hence 
it  is  a  matter  of  the  utmost  urgency  that  we  should 
make  the  most  of  those  who  remain.  If  we  are  not  to 
decline — ^rapidly,  and  for  ever — in  the  scale  of  nations, 
we  must  develop  to  the  utmost  the  physical,  iutellec- 
tual,  and  moral  condition  of  our  people.  We  mxist  im- 
prove the  condition  of  the  lower  classes  in  order  that 
Society  may  be  happier  and  the  poKtical  fabric  stronger. 
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We  must  develop  their  intellect,  their  productive  power, 
in  order  that  the  same  amount  of  population  may  suf&ce 
to  produce  a  greater  amount  of  wealth.  As  regards 
productive  power,  we  must  seek  to  make  every  man  of 
our  labouring-class  in  the  future  worth  two  in  the  past. 
Just  as,  by  the  appliances  of  science,  we  have  doubled 
the  motive  power  of  the  steam-locomotive  in  the  lifetime 
of  a  single  generation,  so  must  we  seek,  by  means  of 
education  and  culture,  to  develop  the  highest  latent 
powers  of  our  people.  And  progress  in  that  form  is, 
happily,  almost  illimitable.  The  area  of  our  little 
isles  may  remain  as  they  are,  fixed  by  the  surrounding 
seas;  but  the  amount  of  productive  force  which  may 
be  evolved  from  our  population  may  increase  from  year 
to  year  in  a  manner  which  would  appear  marvellous 
to  ourselves  if  we  could  witness  the  results  in  the 
generation  to  come.  Human  power,  in  truth,  is  the 
most  expansible  of  all  forces :  and  by  the  earnest  de- 
velopment of  that  power,  our  islands,  geographically  so 
small — a  mere  speck  on  the  map  of  the  world — may 
steadily  and  marvellously  expand  in  resources,  like  the 
magic  tent  of  the  fairy  tale,  which  was  large  enough 
however  numerous  the  persons  who  entered  it. 

A  great  future  is  still  before  England.  Let  the  State 
rise  to  the  full  discharge  of  its  functions.  Now  more 
than  ever  the  State  is  simply — the  Nation  acting  for 
itself  Henceforth  the  State  will  be  possessed  of  double 
strength, — of  powers  equal  to  the  performance  of  every 
work  required  of  it  in  the  interests  of  the  nation.  Let 
it  use  those  powers  wisely  and  fully,  and  the  British 
Isles  will  rise  into  new  power  and  hitherto  unequalled 
prosperity. 
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Tears. 

Gold. 

SilYOr. 

Teara, 

Gold. 

Silver. 

1843 

£6,607,849 

£239,680 

1843 

£2,669,893 

£107,000 

1844 

3,563,949 

610,632 

1844 

3,314,122 

66,000 

1S45 

4,244,608 

647,658 

1846 

718,075 

23,900 

1846 

4,334,011 

659,548 

1846 

609,143 

18,000 

1847 

5,168,439 

125,730 

1847 

660,477 

14,600 

1848 

2,461,999 

36,442 

1848 

800,820 

64,750 

1849 

2,177,955 

119,692 

1849 

611,139 

135,100 

1860 

1,491,836 

129,096 

1860 

466,633 

160,000 

1851 

4,400,411 

87,868 

1851 

641,636 

100,000 

1852 

8,742,270 

189,697 

1862 

430,608 

48,200 

1853 

11,962,391 

701,645 

185S 

403,786 

22,000 

1854 

4,162,183 

104,480 

1864 

474,766 

16,000 

1855 

9,008,668 

196,610 

1855 

879,663 

63,000 

1856 

6,002,114 

462,628 

1866 

419,121 

74,000 

1857 

4,869,860 

378,230 

1857 

611,000 

92,568 

1858 

1,231,023 

445,896 

1868 

893,000 

67,500 

1859 

2,649,509 

647,064 

1869 

334,000 

60,000 

1860 

8,121,708 

218,403 

1860 

874,000 

118,000 

1861 

8,190,170 

209,484 

1861 

681,000 

97,600 

1862 

7,836,413 

148,618 

1862 

618,000 

136,000 

1863 

6,607,466 

1161,172 

1863 

482,000 

102,800 

1864 

9,635,597 

536,194 

1864 

466,000 

123,600 

1865 

2,367,614 
£120,689,928 

501,732 
£7,449,499 

1865 

646,000 
£16,882,790 

93,000 

£1,767,418 

Amount  of  gold  and  silver  coined  at  the  Mint  between 

1843  and  1865 £128,139,427 

Amount  of  light  gold  and  silver  coin  withdrawn  from 

circulation  during  the  same  period,      .        .        .  18,650,208 


£109,489,219 
Showing  an  average  addition  of  £4,760,400  a-year  to  the  stock  of  coin 
in  the  country, — which  would  not  be  needed  if  small  notes  were 
allowed  to  be  issued. 
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STATISTICS  OF  THE  CEISIS  OP  1866. 

(See  Chapter  XIV.) 


THE   BANK    OF  ENGLAND. 

A  glance  at  the  position  of  the  Bank  of  England  immediately  before 
the  crisis,  during  the  crisis,  and  six;  months  afterwards,  will  show  how 
great  was  the  convulsion,  and  how  striking  have  been  the  vicissitudes. 
On  the  9th  of  May,  the  day  before  the  outbreak  of  the  Crisis,  the  posi- 
tion of  the  Bank  was  as  follows  : — 


Note- 
Circulation. 

Gold  in  both 
Departments. 

Reserve. 

Notes  and 

Coin. 

Loans  and 
Discounts. 

Bank- 
rate. 

Private 
Deposits. 

£22,344,395 

£13,156,140 

£5,811,745 

£20,844,217 

8p.  c. 

£13,515,637 

On  the  afternoon  of  the  very  day  after  these  returns  were  drawn  up, 
the  great  iirm  of  Overend,  Gumey,  &  Co.  suddenly  stopped  pay- 
ment ;  and  on  the  11th,  Panic  reigned  supreme  in  the  City.  Mark 
the  consequences,  as  shown  in  the  next  returns  of  the  Bank  of  England 
(May  16)  :— 


Note- 
Circulation. 

Gold  in  both 
Departments. 

Reserve 

Notes  and 

Coin. 

Loans  and 
Discounts. 

Bank- 
rate. 

Private 
Deposits. 

£26,120,995 

£12,323,805 

£1,202,840 

£30,943,259 

10  p.  c. 

£18,620,672 

Finally,  let  us  show  the  position  in  which  the  Bank  was  left  after 
the  Crisis  was  over.  The  Bank-returns  for  28th  of  November  1866 
were  as  follows  : — 


Note- 
Circulation. 

Gold  in  both 
Departments. 

Reserve 

Notes  and 

Coin. 

Loans  and 
Discounts. 

Bank- 
rate. 

Private 
Deposits. 

£22,486,750 

£18,175,670 

£10,368,918 

£19,186,008 

4  p.  0. 

£13,615,537 
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Thus  the  first  effect  of  the  Crisis  in  May  was  to  add  10  millions  (50 
per  cent)  to  the  Bank's  loans  and  discounts ;  fully  5  millions  to  its 
private'  deposits  ;  and  nearly  4  millions  to  its  note-issues.  Hence  it 
appeal's  that  of  the  10  millions  of  advances  required  from  the  Bank, 
half  of  that  amount  was  not  withdrawn  from  the  Bank  at  all ;  it  simply 
remained  at  the  credit  of  those  parties  who  had  got  the  loans.  Of  the 
remaining  5  millions,  £3,776,000  were  taken  from  the  Bank  in  the 
form  of  notes,  and  £810,000  in  coin.  It  is  also  to  be  noted  (as  shown 
by  the  return  obtained  by  Alderman  Salomons)  that  of  the  SJ  million  of 
notes  thus  withdrawn,  the  greater  part  were  large  notes, — not  meant 
for  currency,  but  either  for  hoarding  on  the  part  of  the  public,  or  for 
the  payment  of  deposits  by  the  banks. 

These  facts  throw  great  light  on  the  nature  of  the  difficulty  experi- 
enced by  the  Bank  in  May.  The  demands  upon  it  were  of  two  kinds  : 
(1)  From  merchants  who,  owing  to  the  stoppage  of  Overend's  and  other 
establishments,  and  the  general  cessation  of  discounting  by  the  London 
banks,  could  not  get  their  usual  accommodation  from  the  old  quarters, 
and  had  to  take  their  securities  to  the  Bank  to  be  converted  into  bank- 
ing-currency, or  at  least  into  banking-credit.  But  (2)  by  far  the  larger 
part  of  the  extra  demand  then  made  upon  the  Bank  of  England  came, 
not  from  the  public,  but  from  the  other  banks.  Many  of  these  estab- 
lishments had  to  withstand  a  "run"  for  deposits,  which  they^could 
only  meet  by  suddenly  converting  their  assets  into  currency  to  a  much 
larger  extent  than  usual.  And  this  could  only  be  done  by  taking  these 
assets  to  the  Bank  of  England,  wliich  is  the  only  estabhshment  which 
is  permitted  by  law  to  increase  its  note-issues.  The  requirement  of 
the  banks  was  twofold.  In  the  first  place,  they  had  to  meet  payment 
of  the  cheques  drawn  upon  them  and  passed  through  the  Clearing- 
House  :  and  as  the  settlements  in  the  Clearing-House  are  made  by 
drafts  on  the  Bank  of  England,  the  banks  had  to  increase  their  de- 
posits .at  the  Bank,  to  meet  the  exceptional  demand  to  which  they 
might  be  exposed.  No  more  currency  was  required  for  this  :  neither 
did  it  involve  any  withdrawal  of  capital  from  the  Bank.  On  the  con- 
trary, as  we  have  seen,  the  only  effect  of  this  was  to  add  fully  5  mil- 
lions to  the  private  deposits  in  the  Bank — which  doubtless  shifted 
about  a  good  deal  from  one  bank's  account  to  another's,  in  consequence 
of  the  "clearing"  operations,  but  the  whole  of  which  remained  in  the 
Bank  and  strengthened  its  position  greatly.  But,  secondly,  while 
adding  to  their  credit  or  deposits  at  the  Bank  of  England,  the  London 
banks  had  also  to  meet  the  crisis  by  other  means.  While  they  had  to 
provide  for  the  extra  run  made  upon  them  through  the  Clearing-House 
by  increasing  their  credit  at  the  Bank,  they  had  at  the  same  time  to 
meet  the  run  for  deposits  made  upon  them  "  over  the  counter,"  by  lay- 
ing in  a  much  larger  stock  of  currency  than  usual.     Hence,  beside 
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adding  largely  to  their  deposits  in  the  Bank  of  England,  tliey  had  to 
withdraw  from  the  Bank  some  3f  millions  of  notes  and  £800,000  in 
coin. 

These  operations,  hy  which  the  hanks  supplied  themselves  with  cur- 
rency during  the  Crisis,  were  simply  temporary  exchanges  of  capital 
for  currency.  The  banks  took  a  portion  of  their  negotiable  assets 
(Government  Stock,  bills,  &c.)  to  the  Bank,  and  obtained  a  supply 
of  banking-currency  in  exchange,  by  which  they  might  meet  the  un- 
usual demand  for  cash-payments  made  upon  them  by  their  depositors. 

Probably  at  least  three-fourths  of  the  increase  in  the  Bank's  loan  and 
discount  business  in  May  came  from  the  other  London  banks ;  the 
remaining  fourth  from  persons  who  could  not  get  their  bills  discounted 
in  the  old  quarters  (owing  to  the  bank-suspensions  and  general  stop- 
page of  discounts),  and  who  accordingly  had  to  apply  at  the  Bank  of 
England. 

The  effects  of  this  immense  increase  of  business,  contemporaneous 
with  an  exorbitant  rate  of  interest,  are  visible  in  the  large  profits  made 
by  the  Bank  during  the  Crisis.  The  undivided  profits  at  the  close  of 
the  half-year  ending  September  5,  1866,  amounted  to  four  mAllicms 
(^£3,987,416),  the  highest  point  ever  reached  :  and  the  net  profit  on  the 
half-year  was  £975,655,  the  largest  ever  made  by  the  Bank.  Moreover, 
if  the  weekly  gains  of  the  establishment  be  examined,  it  will  be  found 
that  these  were  fuUy  twice  as  great  during  the  period  of  monetary 
distress  as  in  the  remainder  of  the  half-year.  During  the  fourteen 
weeks  when  the  rate  of  discount  was  10  per  cent,  the  Bank's  profits 
were  £679,000,  against  only  £300,000  in  the  other  twelve  weeks. 

The  following  have  been  the  extraordinary  changes  in  the  Bank-rate 
since  the  beginning  of  May  1866  : — 


May    1, 1866,                    6  per 

cent. 

Sept.    6, 1866,  reduced  to  5  per  cent 

„      2,    .,      raised  to     7 

,.    27,    „ 

%     „ 

„      8,    „           „           8 

Nov.    7,    „ 

4 

■  ■    11 9 

Dec.  18,    „ 

3i      „ 

.,    12,    „           „         10 

Feb.    6,  1867,       , 

8 

Aug.  16,    „    reduced  to    8 

May  30,    „ 

n   ., 

„     22,     „            „            7 

July  24,    „ 

2        „ 

»    30,    „            „            6 

While  the  Bank-rate  was  thus  falling,  the  gold  in  the  Bank  steadily 
increased.  On  August  2,  1866,  the  gold  in  both  departments  was 
£13,156,140.  OnSept.  18,  1867,  the  gold  amounted  to  £24,498,447,— 
the  highest  point  ever  reached  in  the  Bank's  history. 
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II. 

EXPORTS  AND  IMPORTS  OF  SPECIE. 

Taking  Gold  and  Silver  together,  the  exports  and  imports  of  the 
precious  metals  in  the  months  previous  to,  duiing,  and  after  the  Crisis, 
were  as  follows  : — 


Imports. 

Exports. 

Excess  Of 
Imports. 

Jan.  to  June  1866, 
June  to  December, 
Jan.  to  June  1867, 

£16,603,137 

17,684,000 

9,974,850 

£11,122,661 

10,448,126 

6,266,242 

£5,480,576 
7,235,874 
3,719,608 

Taking  Gold  alone,  the  statistics  for  the  same  periods  have  been  as 
foUows  : — 


Imports. 

Exports. 

Excess  of 
Imports. 

Jan.  to  June  1868, 

£12,427,886 

£7,356,854 

£6,072,032  , 

June  to  December, 

11,081,755 

6,388,205 

6,696,550 

Jan.  to  June  1S67, 

6,337,561 

3,220,083 

8,116,478 

Here,  then,  is  a  marvel.  Less  gold  has  heen  added  to  the  stock  in 
this  country  during  the  first  six  months  of  1867  than  in  the  same  period 
of  1866  ;  yet  the  gold  in  the  Bank  of  England  is  enormously  larger' in 
amount  than  it  was  then, — even  though  the  hank-rate  in  the  first  half  of 
1867  has  heen  only  3  and  34  per  cent,  whUe  in  the  same  period  of  1866 
it  ranged  from  6  to  10  per  cent.  Though  the  influx  of  gold  from  abroad 
has  actually  been  less  during  these  six  months  than  during  the  same 
period  of  1866,  the  stock  of  gold  in  the  Bank  has  increased  enor- 
mously, whereas  during  the  same  period  of  1866  it  remained  nearly 
stationary.  How  is  this  to  he  explained  ?  It  must  be  due  to  the 
fact  that  much  less  gold  has  been  needed  for  iuternal  circulation.  The 
ebb  and  flow  of  the  iuternal  gold-circulation  is  a  most  important 
matter,  deserving  far  more  attention  than  has  yet  been  given  to  it. 

During  the  last  three  years  the  movements  of  specie  have  heen  as 

follows  : — 

1865.  1866.  1867. 

Tearendingi   Imports,         £13,172,852         £22,345,793        £14,235,384 
Nov.  30.     '    Exports,  6,670,376  12,634,496  7,026,888 

Excess  Of  Imports,         £6,502,476  £9,711,298  £7,202,496 

We  may  add  that  in  the  twelve  months  ending  Nov.  30,  1866,  84 
millions  of  the  gold  exported  &om  this  country  went  to  France. 
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III. 

THE  STATE  OF  TRADE. 

The  amount  of  our  Home'trade  it  is  impossible  to  ascertain  ;  but  our 
Foreign  trade,  as  ehowii  by  the  Exports  and  Imports,  during  the  last 
year  and  a  half,  has  been  as  follows  : — 


Jan.  to  August  1866. 
Exports,      .        .        £125,200,000 
Imports,      .        .  155,800,000 

£281,000,000 


Sept.  1866  to  June  1867. 
Exports,       .        .        £151,175,000 
Imports,      .        .  188,398,000 


£339,573,000 


From  these  statistics  of  the  Board  of  Trade,  it  appears  that  during 
the  first  eight  months  of  1866  our  Foreign  trade  amounted  on  the 
average  to  upwards  of  35  millions  a-month ;  whereas  during  the  follow- 
ing ten  months  the  monthly  average  has  been  only  34  millions, 
although  the  normal  condition  of  our  trade  is  a  steady  increase  from 
year  to  year.    And  the  returns  continue  to  decHne. 


IV. 

THE  BANKS  OF  ENGLAND  AND  FRANCE. 

The  object  of  raising  the  Bank-rate,  we  are  told,  is  to  check  the 
withdrawal  of  gold,  and  at  the  same  time  to  attract  gold  from  other 
countries.  But  the  facts  contradict  this  view  of  the  matter  very 
strongly.  During  the  months  of  May,  June,  and  July,  specie  accumu- 
lated steadily  and  enormously  in  the  Bank  of  France,  which  charged 
only  3{  and  4  per  cent ;  while  the  bank  of  England,  which  charged 
10  per  cent,  found  its  stock  of  gold  no  greater  on  the  2d  of  August 
than  it  had  been  on  the  3d  of  May  : — 


Week  euding 

May  3, 
..  10, 
,.  17, 
»  24, 
>.     31, 

June  7, 
„  14, 
„  21, 
„     28, 

July  5, 
,.  12, 
„  19. 
„     26, 

Aug    2, 


Bank  of  England. 


Bank  of  France. 


£13,609,000. .  7  per  cent  £21,080,000-, 

),800,000  Isi  per  cent 
1,600,000  J 
1,480,000^ 


13,156,000>. 

12,323,000 

11,857,000 

11,878,000 

13,278,000 

14,481,000 

14,851,000/10  per  cent 

16,042,000 

14,876,000 

13,993,000 

13,646,000 

13,716,000 

13,793,000, 


,120,000 

,080,000 

,620,000 

,080,000  )i  per  cent 

,000,000 

,720,000 

,280,000 

,880,0007 

'SOO.ODOIgi  per  cent 
,270,000/      '^ 


STATISTICS  OF  THE  CRISIS  OF  1866.  685 

The  logic  of  these  facts  is  unanswerable.  Here  are  two  great  banks, 
within  twelve  hours'  distance  of  one  another — one  of  which  hold's  21 
millions  of  specie  and  lends  its  currency  to  the  public  at  3  J  per  cent, 
while  the  other  has  less  than  13  millions  of  specie  and  charges  7  per 
cent  According  to  the  theories  which  have  so  long  been  held  sacred, 
such  a  condition  of  things  ought  to  have  been  impossible.  Only  a  few 
months  before.  Baron  Rothschild  had  declared  to  the  French  Govern- 
ment Inquiry  that  if  the  Bank  of  France  were  at  any  time  to  lend  its 
money  at  2  or  3  per  cent  below  the  banks  of  other  countries,  it  would 
forthwith  be  drained  of  its  last  sovereign.  In  spite  of  this  dogmatic 
theorising,  at  the  beginning  of  May  1866  we  beheld  the  Bank  of  France 
charging  only  half  as  much  for  its  loans  as  the  Bank  of  England, 
yet  no  drain  at  aU  set  in  from  the  former  bank  to  the  latter.  Although 
within  a  few  hours'  distance,  the  specie  remained  unmoved  at  Paris, 
while  on  this  side  of  the  Channel  the  public  was  forced  by  the  Bank  to 
pay  7  per  cent  instead  of  the  34  in  France. 

According  to  the  so-called  established  theory,  such  a  position  of 
affairs  was  an  impossibility,- — but  here  it  was.  Moreover,  what  hap- 
pened when  the  terrible  Crisis  began  ?  Instead  of  disappearing,  when 
the  Bank-screw  was  still  further  put  on,  the  difference  between  the 
two  neighbouring  Banks  only  grew  greater  and  greater.  While  the 
Bank  of  England  charged  10  per  cent  for  three  months,  with  no  re- 
sult in  increasing  its  stock  of  gold,  the  specie  in  the  Bank  of  France 
shot  up  from  21  to  28J  millions  sterling,  while  its  rate  of  discount 
was  only  from  SJ  to  4  per  cent.  In  fact,  as  is  well  known,  so  totally 
inefBcacious  was  the  raising  of  the  Bank-rate,  that  specie  actually 
flowed  from  England  to  France,  although  the  rate  was  300  per  cent 
higher  in  the  former  country  than  in  the  latter. 

A  comparison  of  the  average  rate  of  discount  charged  by  the  Banks 
of  England  and  of  France  shows  that  the  average  has  been  higher  in 
this  country  than  in  France  during  the  last  iifteen  years.  The  fluctua- 
tions in  the  rate  of  discount  also,  during  the  same  period,  have  been  far 
more  frequent  and  severe  in  this  country  than  in  France. 

During  the  last  twenty  years,  since  the  passing  of  the  Bank  Act  of 
1844,  the  Bank-rate  in  England  has  been  progressively  rising  :^ 


From  1846  to  1849  the  average 
From  1850  to  1854  it  was 
From  1855  to  1859  it  was 
From  1860  to  1S64  it  was 
And       to      1865  it  was 


■ate  was  £3  11  7 
2  6  11 
4  11  8 
4  15  3 
4  16    0 


But  it  is  not  the  higher  average  rate  that  constitutes  the  evil  of  the 
Bank  Act,  but  the  sudden,  frequent,  and  extreme  fluctuations  from  the 
highest  to  the  lowest  rates  which  prevail  under  its  operation. 
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THE  ENGLISH  BANKS  OF  ISSUE. 

"WTiether  or  not  the  note-oirculation  of  the  English  provincial  hanka 
is  at  present  adequately  secured,  is  a  question  fairly  open  to  discussion ; 
and  in  the  present  work,  we  have  shown  how  it  may  easily  he  placed 
on  a  more  perfect  basis.  Nevertheless  it  is  due  to  them  to  say  that 
those  hanks  passed  through  the  late  Crisis  most  successfully.  Indeed, 
their  condition  during  the  stormy  months  of  May  and  June  1866,  con- 
trasted favourably  with  that  of  the  Metropolitan  hanks  and  disoount- 
estahlishments,  not  a  few  of  which  went  down  before  the  storm.  A 
recently  published  Parliamentary  return  throws  important  light  on 
this  question ;  and  the  unimpeachable  statistics  which  it  contains 
certainly  free  the  English  provincial  banks  from  a  most  serious  charge, 
brought  against  them  by  the  late  Chancellor  of  the  Exchequer,  during 
the  debate  in  the  House  of  Commons  raised  by  Mr  "Watkins  on  the 
disastrous  crisis  of  1866. 

In  his  speech  on  that  occasion,  Mr  Gladstone  charged  the  provincial 
banks  with  having  largely  contributed  to  the  exhaustion  of  the  sta- 
tutory note-issues  of  the  Bank  of  England.  He  said  that  the  note- 
circulation  of  the  provincial  banks  became  discredited,  and  that,  in 
consequence,  they  had  to  withdraw  a  million  sterling  of  notes  from  the 
Bank  of  England  to  give  in  exchange  for  their  own  discredited  notes. 
This  statement,  certainly,  was  not  in  accordance  with  any  intelligence 
published  during  the  Crisis  either  in  London  or  in  the  provinces.  It 
was  an  inference  which  Mr  Gladstone  drew  from  the  official  returns  of 
those  banks  and  of  the  Bank  of  England.  He  saw  that  between  the 
beginning  of  May  and  the  end  of  July,  the  note-issues  of  the  provincial 
banks  decreased  to  the  extent  of  nearly  £900,000  (which  Mr  Gladstone 
made  "fully  £1,000,000") ;  and  he  hastily  jumped  to  the  conclusion 
that  a  corresponding  amount  of  the  notes  withdrawn  from  the  Bank  of 
England  was  required  and  taken  by  the  provincial  banks  to  give  in 
exchange  for  their  own  notes  brought  to  them  to  be  cashed.  He  did 
not  prove  that  £1,000,000  of  the  notes  withdrawn  from  the  Bank  of 
England  actually  were  taken  by  the  provincial  banks  ;  nor  are  there 
at  present  any  published  statistics  to  show  whether  or  not  this  amount 
of  the  Bank's  notes  were  taken  by  those  banks.  But  what  is  now 
manifest  is,  that  whether  or  not  this  amount  of  notes  were  absorbed 
by  the  provincial  banks,  they  were  certainly  not  taken  for  the  purpose 
which  Mr  Gladstone  imagined,  and  that  there  is  no  foundation  for  the 
charge  which  on  this  hypothesis  he  brought  against  those  banks  of 
issue. 
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The  peculiarity  of  the  crisis  of  1866  was,  that  the  monetary  difficulty 
was  not  occasioned  by  the  note-circulation  of  any  bank  of  issue  falling 
into  discredit,  but  owing  to  a  great  run  for  deposits  upon  nearly  all  the 
Metropolitan  banks.  The  public  suddenly  withdrew  from  the  London 
banks  an  unusually  large  amount  of  their  deposits,  and  kept  the 
amount  (in  notes)  in  their  own  hands,  or  for  their  own  use.  The  con- 
sequence was  that,  at  the  height  of  the  panic,  nearly  four  millions  in 
Bank  of  England  notes  were  hoarded,— partly  by  the  public,  but  partly 
also  by  the  banks  themselyes,  which  were  apprehensive  of  a  continuance 
of  the  run  upon  them,  and  which  accordingly  laid-in  an  extra  supply 
of  notes  to  meet  this  possible  emergency.  This  was  the  true  cause  of 
the  great  withdrawal  of  notes  from  the  Bank  of  England.  These  notes 
were  not  required  to  give  in  exchange  for  other  bank-notes,  but  to  pay 
out  to  panic-stricken  depositors,  and  also  to  supply  the  place  of  the 
partially  discredited  commercial  currency  {i.e.,  bills).  Hence,  as  the 
return  obtained  by  Alderman  Salomons  shows,  by  far  the  greater  part 
of  the  increased  issues  of  the  Bank  of  England  at  that  time  were  in 
the  form  of  large  notes,  suitable  for  the  payment  of  deposits.  The 
extra  £3,776,000  withdrawn  from  the  Bank  of  England  during  the 
panic  week  was  composed  as  follows  : — 


lominationofN 

3te.    May  9. 

May  16. 

Increase. 

£5,  . 

.  £8,063,000 

£8,711,000 

£648,000  egual  to    8  per  cent 

£10,      .     .     . 

.     4,299,000 

4,876,000 

677,000       „       13       „ 

£20  to  £100, 

.      6,482,000 

8,186,000 

1,703,000        „        26        „ 

£200  to  £500, 

.     1,798,000 

2,337,000 

539,000        „        30        „ 

£1000, 

.     1,703,000 

2,012,080 

309,000        „        18        „ 

Here  it  appears  that  upwards  of  80  per  cent  of  the  increase  was  in 
notes  of  £10  and  upwards,  and  rather  more  than  67  per  cent  in  notes 
of  £20  and  upwards.  As  the  Economist  justly  observes,  "  This  enables 
us  at  once  to  determine  the  purpose  for  which  the  great  demand  on 
the  Bank  of  England  was  made.  The  demand  for  notes  above  £20 
could  not  be  to  supply  the  place  of  the  country  circulation,  which  con- 
sists wholly  of  £5  notes  and  £10  notes.  A  £200  note  or  a  £1000  note 
would,  in  a  circulation  run,  be  wholly  useless.  All  large  notes — all 
above  £20 — may  be  assumed  to  be  taken  for  deposits  only.  Many  of 
the  £5  or  £10  notes  may  have  been  taken  out  for  deposits  also,  but  the 
higher  denominations  must  have  been  so." 

There  is  another  poin,t  in  Mr  Gladstone's  statements  which  deserves 
elucidation.  He  said — "  If  the  country  bank  circulation  had  been  in 
a  satisfactory  state,  it  is  evident  that  not  only  the  notes  of  the  Bank 
of  England,  but  those  of  the  country  banks  themselves,  would  have 
been  largely  drawn  upon.  Instead  of  that,  however,  we  have  seen  the 
country  bank  circulation  diminished  by  not  less  than  £1,000,000." 


688  APPENDIX, 

Passing  by  the  exaggeration  of  the  diminntion,  let  us  consider  the 
substance  of  the  statement.  In  the  first  place,  it  is  true  that  the 
issues  of  the  country  banks  at  the  commencement  of  the  Crisis  were 
below  the  full  amount  which  these  banks  are  allowed  to  issue.  But 
the  authorised  issues  of  the  country  banks  amounted  only  to  £7, 250, 000; 
and  this  was  divided  among  no  less  than  190  banks,  giving  barely 
£38,000  to  each  bank.  And  each  bank  is  bound  under  a  penaltj-  never 
to  exceed  the  statutory  amount  of  its  issues  :  so  that  each  of  these  190 
banks,  some  of  which  have  branches,  must  always  keep  considerably 
below  the  statutoiy  amount,  as  a  necessary  precaution  against  a 
momentary  excess.  Hence  a.  considerable  portion  of  the  "fixed 
issues"  of  these  banks  is  practically  unavailable.  As  a  matter  of 
fact,  the  highest  point  to  which  the  issues  of  the  country  banks  have 
reached  of  late  years  was  six  millions,  in  ITovember  1865 — at  which 
time  their  legal  power  of  issue  was  £7,365,000.  As  the  number  of  the 
country  banks  of  issue  was  at  that  time  194,  this  amount  of  notes  in 
circulation  left  to  each  bank  on  the  average  only  £7000  of  its  notes  in 
reserve  ;  so  that  they  could  not  keep  their  active  circulation  at  a 
higher  point  without  running  the  risk  of  exceeding  their  statutory 
amount  of  issue.  Since  then,  owing  to  the  Provincial  Bank  of  Eng- 
land resigning  its  power  of  issue,  the  legal  power  of  the  couutiy  banks 
to  issue  notes  has  been  considerablj'  reduced.  On  May  1866  it  stood  at 
the  amount  of  £6,814,000  ;  and  as  at  that  time  the  active  circulation 
of  these  banks  amounted  to  £5,568,000,  their  note-issues  were  then  at 
the  very  highest  amount  they  have  ever  felt  themselves  at  liberty  to 
issMC,— the  average  reserve-power  of  each  of  those  banks  to  issue  notes 
being  only  £6550.  Hence  Mr  Gladstone's  averment  that  they  might 
have  largely  increased  their  note-circulation,  if  it  had  been  in  a  satis- 
factory condition,  when  the  Crisis  occurred,  is  a  mistake.  The  note- 
circulation  of  the  country  banks  was  already  at  as  high  a  point  as  it 
was  safe  for  them  to  issue,  unless  they  risked  incurring  the  penalty 
attached  to  their  violation  of  the  Act  of  1844. 

But  acknowledging  this  —  admitting  that  the  increase  of  issues 
which  Mr  Gladstone  says  would  have  been  natural  in  the  circumstances, 
was  practically  impossible, — the  second  point  is,  How  are  we  to  account 
for  the  decrease  in  their  note-circulation  which  unq^uestionably  took 
place  ?  Mr  Gladstone  says  that  this  diminution  was  owing  to  the  notes 
of  these  provincial  banks  falling  into  disrepute,  and  being  replaced  by 
Bank  of  England  notes.  Now,  apart  from  the  counter-evidence  fur- 
nished by  the  Parliamentary  return  quoted  above,  the  incorrectness  of 
Mr  Gladstone's  statement  is  obvious  from  the  following  facts.  In  the 
first  place,  the  diminution  of  the  note-circulation  of  the  provincial 
banks  did  not  take  place  suddenly,  and  at  the  height  of  the  Panic, — 
as  it  would  have  done  if  it  had  been  occasioned  by  the  public  losing 
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faith  in  the  notes  ;  but  drooped  gradually  week  by  week  after  the  panic 
was  over,— just  as  the  note-issues  of  the  Bank  of  England  did.  Secondly, 
if  Mr  Gladstone's  statement  were  correct,  the  issues  of  the  Bank  of 
England  should  have  increased  pari  passu  with  the  diminution  in  the 
circulation  of  the  country  banks :  whereas  the  fact  was  just  the  op- 
posite,— the  note-circulation  of  the  Bank  of  England  diminishing  sim- 
ultaneously with  that  of  the  country  banks  : — 


Bank  of  England,  May  16,  £26,121,000 
„        July  25,    25,363,000 


Decrease, 


£858,000 


Country  Banks,  May  12,       £6,568,744 
„        July  21,         4,700,219 

Decrease,      .       .        .      £868,525 


The  explanation  of  the  fact  upon  which  Mr  Gladstone  raised  his 
mistaken  hypothesis  is  easy,  and  obvious  to  any  man  conversant  with 
such  matters.  The  decrease  in  the  circulation  of  the  country  banks 
was  caused  not  from  their  notes  becoming  discredited,  but  from  a 
decrease  in  the  trade  of  the  country,  and  consequently  of  the  business 
of  the  banks.  As  a  natural  consequence  of  the  high  Bank-rate,  the 
commercial  and  manufacturing  classes  contracted  their  operations ; 
less  currency  was  needed  in  the  payment  of  wages,  &c.,  and  conse- 
quently fewer  notes  were  taken  from  the  banks.  This  diminution  of 
ti'ade  is  shown  by  the  following  official  statistics  : — 


Imports, 
Exports, 


May. 

£23,224,762 

15,870,131 

£39,094,893 


June. 

£23,243,701 

14,630,120 

£37,873,821 


July. 

£19,697,929 

14,957,834 

£34,565,763 


It  is  also  worthy  of  notice  that  even  if  trade  had  remained  as  active 
as  before,  the  tendency  of  the  note-circulation  of  the  countiy  hanks 
Would  have  been  downwards.  For,  thi-oughout  the  north  of  England 
(as  in  Scotland)  the  rent-term  occurs  in  the  middle  of  May — when 
more  currency  is  always  required  :  so  that  a  slight  diminution  of  the 
country  note-issues  was  only  what  was  to  be  expected  after  the  middle 
of  May,  apart  from  the  depression  of  trade  which  followed  the  panic. 
In  short,  one  might  as  justly  say  that  the  diminution  of  the  note- 
issues  of  the  Bank  of  England  after  the  month  of  May  was  "  owing  to 
its  note-circulation  not  being  in  a  satisfactory  state,"  as  to  make  a 
simflar  charge  against  the  country  banks  of  issue. 


VI. 


Ooerend,  Chimey,  &  Co. — At  the  time  of  its  stoppage,  the  liabilities 
of  this  great  company  amounted  to  £18,728,000.  Its  subscribed 
capital  was  5  millions ;  and  the  portion  paid-up  (its  trading-capital) 

2X 
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■was  1^  millions  sterling.     All  the  creditors  will  he  paid  in  full,  but 
the  loss  to  the  shareholders  -will  be  about  3  millions  sterling. 

The  Bank  of  London.  —  Subscribed  capital,  £800,000  ;  paid-up 
capital,  £400,000.  Liabilities  at  time  of  stoppage  (26th  May), 
£3,541,532.  This  Bank  was  thoroughly  solvent,  and  only  failed  be- 
cause it  could  not  get  its  assets  converted  into  currency  with  sufficient 
promptitude  to  meet  the  "run"  upon  it. 

The  Consolidated  Bank. — Subscribed  capital,  £1,500,000  ;  paid- 
up  capital,  £600,000.  The  momentaiy  suspension  of  this  Bank  was 
owing  solely  to  a  technical  difficulty,  arising  out  of  its  arrangement 
with  the  Bank  of  London. 

English  Joint-Stock  Bank. — Subscribed  capital,  £1,000,000  ;  paid-up 
capital,  £400,000.  This  Bank  also  was  perfectly  solvent,  but,  like  the 
Bank  of  London,  failed  owing  to  its  being  unable  to  convert  its  assets 
into  currency  with  sufficient  promptitude  to  meet  the  "run"  for  de- 
posits. It  is  believed  that  the  loss  which  will  accrue  to  the  share- 
holders will  be  caused  simply  by  the  effects  of  the  sudden  stoppage. 

Agra  and  Masterman's  Bank. — Subscribed  capital,  £3,000,000  ; 
paid-up  capital,  £1,500,000.  This  Bank,  like  the  others,  failed 
owing  to  its  inability  to  convert  its  assets  into  currency  with  sufficient 
promptitude  to  meet  the  demands  of  its  panic-struck  depositors.  It 
has  since  been  re-established  (under  its  old  name,  the  Agra  Bank),  and 
is  carrying  on  business  with  success. 

European  Bank. — Subscribed  capital,  £2,146,700';  paid-up  capital 
at  time  of  failure,  £644,490.  The  creditors  wOl  be  paid  in  full;  but 
it  is  expected  that  nearly  all  the  subscribed  capital  will  be  lost  ere  the 
liquidation  is  completed.  The  liabilities  at  the  time  of  the  failure 
(19th  May)  amounted  to  £2,700,000. 

Imperial  Mercantile  Credit  Association.  —  Subscribed  capital, 
£5,000,000  ;  paid-up  at  time  of  failure,  £500,000.  The  creditors  wOl  be 
paid  in  fuU ;  but  it  is  expected  that  nearly  all  of  the  subscribed  capital 
will  be  lost. 

Joint-Stock  Discount  Company. — (This  company  failed  three  months 
before  the  Crisis  occurred,  but  we  may  include  it  in  the  list.)  Sub- 
scribed capital,  £2,000,000 ;  paid-up  capital  at  time  of  faOure, 
£800,000.  The  entire  capital  has  been  lost,  but  it  is  hoped  that  all  the 
creditors  will  be  paid  in  full. 

BarnecVs  Bank. — Subscribed  capital,  £2,000,000  ;  paid-up  capital 
at  time  of  failure,  £400,000.  The  shareholders  will  lose  the  whole 
amount  of  the  subscribed  capital,  and  it  is  not  expected  that  the  credi- 
tors will  be  paid  in  full. 

Cont/rad  Corporation. — The  whole  of  the  subscribed  capital  of  this 
company  (£2,000,000)  has  been  called  Up,  yet  the  dividend  for  the 
creditors  is  expected  to  be  very  small. 
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International  Contract  Company.  — The  whole  suhscrihed  capital  of 
this  company  (£2,000,000)  has  been  lost,  and  the  dividend  to  the 
creditors  is  not  expected  to  exceed  5s.  in  the  pound. 

A  great  part  of  the  losses  which  some  of  those  companies  have  ex- 
perienced has  been  due  to  the  sudden  winding-up,  and  the  forced 
realisation  of  their  assets.  Writing  more  than  a  year  and  a  half  after 
the  Crisis,  Messrs  Turquand  and  Harding,  in  their  report  on  the  affairs 
of  Overend,  Gurney,  &  Co.,  remark  : — "  Probably  at  no  previous  time 
were  the  difficulties  in  the  realisation  of  assets  and  in  the  collection  of 
debts  so  great  as  those  experienced  during  the  period  which  has  elapsed 
since  the  failure  of  this  company.  The  Panic  which  ensued  was  fol- 
lowed by  depression  of  a  universal  character,",  and  of  extraordinary 
duration,  culminating  in  a  general  absence  of  confidence,  by  which  all 
classes  have  been  and  stUI  are  more  or  less  influenced." 


COST    OF    NOTE-ISSTJES. 

(See  p.  366.) 

The  expenses  of  the  Issue  Department  of  the  Bank  of  England  in  the 
year  1860  are  stated  as  follows  in  the  Parliamentary  Return  dated 
7th  February  1861  :— 

Stationery,  .        .        .     £1,811 

General  charges,  .  .  6,790 
Bank-note  paper,  .  .  11,623 
Interest  on  cost  of  machinery,  1,500 
Composition  paid  to  l)ankers,  20,493 


Wages, 

.   £89,731 

Pensions,    . 

8,063 

Bent,  .... 

.       25,600 

Bepairs, 

8,668 

Director's  allowance, . 

2,926 

Bates  and  Taxes, 

2,300 

Total, 


£179,405 


This  sum  is  equal  to  4-5ths  of  a  per  cent  on  the  Bank's  note-circula- 
tion, then  averaging  nearly  21  millions.  To  this  has  to  be  added  the 
loss  of  interest  on  the  gold  required  for  the  cashing  of  notes  in  the  Pay 
Hall :  but  this  is  a  trifle,  certainly  not  exceeding  £5000  a-year. 

In  the  case  of  other  banks,  the  cost  of  note-issues  is  less  :  for  none 
of  them  find  it  necessary  (however  convenient  it  may  be  for  the  pub- 
lic) to  adopt  the  elaborate  system  of  registering  and  renewing  the  notes 
adopted  by  the  Bank  of  England. 
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A  EAILVAT  EESEEVE-FMD. 

(See  pp.  593-6.) 

As  we  have  stated  in  chapter  xxvil.,  the  financial  circumstances  of 
a  Railway  Company,  at  starting,  closely  resemble  those  of  a  Life  Insur- 
ance Company.  Speaking  roundly,  a  life-insurance  company  starts 
with  a  stock  of  good  lives ;  so  that  for  several  years  it  has  to  make 
very  few  payments  for  lapsed  lives  ;  and  some  thirty  years  must  elapse 
before  the  deaths  of  its  customers  permanently  reach  the  ordinary 
average  of  mortality.  Hence,  at  the  outset,  such  a,  company  must 
set  aside  a  large  portion  of  its  net  revenue  as  a  Reserve-fund  to  meet 
the  certain  increase  of  its  liabilities.  Just  so  is  it  with  a  Railway 
Company.  It  starts  with  a  perfectly  new  stock  of  material:  conse- 
quently for  several  years  it  enjoys  a  complete  immunity  from  any  costs 
connected  with  the  replacement  of  its  material.  But,  if  it  is  to  act 
fairly,  and  to  maintain  a  steady  and  correct  average  dividend,  the 
Company  must  put  aside  a  portion  of  its  profits  during  the  first  years 
in  order  to  meet  the  heavy  costs  which  it  will  soon  incur  in  replacing 
its  material.  It  is  true  that  the  trafBc  on  a  newly  opened  line  seldom 
attains  at  once  to  its  full  proportions  :  and  this  is  a  consideration 
which  may  be  taken  into  account  in  determining  the  amount  to  be 
annually  set  aside  at  the  outset  as  a  Reserve-fund.  But,  putting  out 
of  account  this  consideration — which,  though  important,  is  always  of 
merely  problematical  value — let  us  see  what  is  the  principle  upon 
which  a  Railway  Reserve-fund  should  be  established. 

The  various  parts  of  a  Railway  have,  each  of  them,  a  different  period 
of  duration.  The  "sleepers"  last  for  so  many  years,  the  rails  for  another 
period,  the  engines  and  carnages  for  another.  Each  of  those  periods 
may  at  starting  be  ascertained,  from  the  experience  of  other  railways, 
with  tolerable  certainty ;  and  this  approximately  determined  longevity 
of  the  materials  wUl  regulate  the  amount  to  be  annually  set  aside  as  a 
Reserve-fund. 

Take,  for  example,  the  case  of  the  "  sleepers,"  which  are  one  of 
the  shortest-lived  parts  of  railway-stock.  Say  that  the  average  duration 
of  "sleepers"  on  a  line  is  eight  years  :  then,  an  eighth  part  of  the 
price  of  the  sleepers  ought  to  be  deducted,  in  the  early  years  of  a  rail- 
way company,  from  the  net  revenue,  and  set  aside  as  a  Reserve-fund 
to  meet  the  replacement  of  those  sleepers.  In  the  first  four  years, 
there  wiU  probably  be  no  expenditure  incurred  at  all  for  this  purpose  ; 
after  the  fourth  year,  replacements  will  begin,  and  they  will  reach  their 
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maximum  in  tlie  eighth  year.  From  that  date  they  will  decline,— 
rising  again  to  a  maximum  (but  lower  than  the  first  one)  in  the  six- 
teenth year  :  from  which  date  they  will  again  decline,  and  again  rise 
to  a  maximum  (inferior  to  either  of  the  two  previous  ones)  in  the 
twenty-fourth  year.  After  this  time,  the  replacements  will  again  sink, 
and  remain  steady  at  the  average  rate  of  the  mortality  of  sleepers, — 
namely,  the  death  of  one  sleeper  out  of  eight  every  year  :  for  by  this 
time,  owing  to  the  renewals,  the  old  and  new  sleepers  (taking  the  line 
as  a  whole)  will  co-exist  in  nearly  equal  proportions, — so  that,  as  we 
have  said,  the  mortality  of  the  sleepers  will  have  reached  its  average 
rate.  Consequently,  when  this  period  is  reached,  there  is  no  longer 
any  necessity  for  a  Keserve-fund ;  and  the  whole  liabilities  of  the 
Company  in  regard  to  replacements  of  this  part  of  its  material  will  be 
fairly  and  correctly  represented  by  the  actual  cost  of  such  replace- 
ments in  each  year,— which  cost  wOl  form  part  of  the  annual  Working- 
expenses. 

The  same  principle  applies  to  the  Bails,  to  the  Engines,  and  to  the 
Carriages.  It  is  true  that,  compared  with  the  rails  and  sleepers, 
engines  and  carriages  possess  a  virtual  immortality.  One  part  of  them 
after  another  is  replaced, — so  that  they  still  remain  in  working  order 
though  nearly  all  their  parts  have  in  succession  given  way,  and  been 
replaced  by  others.  Still,  a  time  comes  when  they  are  no  longer  worth 
mending.  Even  then,  it  is  true,  some  of  their  parts  may  be  used  in 
the  construction  of  the  new  vehicles  :  but,  financially,  this  is  true  also 
in  the  case  of  rails  and  sleepers, — seeing  that  the  price  obtained  for  the 
old  materials  constitutes  a  deduction  from  the  cost  of  the  new  articles. 

Such  a  Eeserve-fund  would  suffice  to  meet  all  replacements  of  mate- 
riaL  But  additions  to  the  permanent-way  or  rolling-stock  must  still 
occasion  a  "  charging  to  capitaL"  For  example,  say  that  a  Company 
spends  in  one  year  £40,000  in  adding  to  its  carriages,  with  a  view  to 
obtain  more  traffic  :  say  that  such  new  traffic  adds  a  net  profit  of  12^ 
per  cent  on  the  cost  of  the  carriages,  i.  e.  £5000  ;  and  also,  that  the 
annual  appropriation  of  £2000  a-year  to  the  Eeserve-fund  will  suffice 
to  replace  the  carriages  when  worn-out.  Then — if  there  is  to  be  no 
"  charging  to  capital " — in  the  first  year,  the  Company  would  pay 
away  £40,000,  and  would  get  £5000  additional  receipts,  of  which 
amount  it  would  set  apart  £2000  to  the  Eeserve-fund ;  so  that  the 
purchase  of  these  carriages  (though  a  profitable  investment)  would 
decrease  the  Company's  dividend  for  that  year  by  £37,000.  Whereas 
in  all  subsequent  years,  the  Company  (after  setting  aside  £2000  to  the 
Eeserve-fund)  would  have  a  permanent  addition  to  their  profits  of 
£3000.     Such  a  system  will  never  do. 

The  substitution  of  steel  rails  for  iron  ones  raises  a  substantially 
similar  difficulty.     In  all  such  cases  it  is  impossible  to  dispense  with 
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the  process  called  "  charging  to  capital."  When  shareholders  malce 
an  addition  to  their  expenditure  in  a  particular  year,  for  the  sake  of 
reducing  the  working-expenses,  or  of  adding  to  the  receipts  of  the  line, 
thereby  increasing  the  net  revenue  of  future  years, — clearly,  they  ought 
not  to  hear  the  whole  burden  of  such  an  expenditure  :  otherwise  they 
win  suffer  simply  in  order  that  future  shareholders  may  benefit.  While 
actually  increasing  the  value  of  the  line,  they  would  receive  a  smaller 
dividend  than  usual,  while  future  shareholders  would  get  a  larger  one. 
No  shareholders  will  make  an  outlay  upon  such  terms.  They  are  a 
fluctuating  body :  and  consequently  it  ought  always  to  be  a  main 
object  in  railway  finance  to  make  the  dividend  of  each  year  exactly 
commensurate  with  the  value  of  the  property.  It  would  be  unjust  to 
the  shareholders  to  decrease  the  dividend  one  year  in  order  that  in 
subsequent  years  other  shareholders  might  divide  larger  profits. 

We  may  add  that  ere  long  steel  carriages  will  probably  come  into 
use, — not  only  as  cheaper  in  the  long  nm  than  the  present  carnages, 
but  also  as  lighter  in  proportion  to  the  number  of  passengers  which 
they  convey.  Mr  Wilson,  the  highly-accomplished  Chief  Engineer  of 
the  Oude  and  Eohilcund  Company,  has  introduced  steel  carriages,  and 
also  iron-sleepers,  on  the  Lucknow  and  Cawnpore  line.  And  we  be- 
lieve that  this  system  of  adopting  superior  materials,  will  prove  highly 
economical,  especially  in  the  case  of  Indian  railways,  the  materials  for 
which  have  almost  all  to  be  brought  from  this  country. 
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(Seep.  621.) 

"If  you  want  a  thing  done,"  says  the  proverb,  "do  it  yourself." 
In  regard  to  two  most  important  matters  it  is  expedient  that  the  pub- 
lic of  London  should  lay  this  maxim  to  heart.  At  present,  as  for  years 
past,  a  great  difficulty  is  felt  in  regard  to  the  supply  of  two  of  the 
greatest  necessaries  of  life — Light  and  "Water.  The  supply  of  Water 
to  London  is  acknowledged  to  be  inadequate  in  quantity,  and  in  most 
cases  defective  in  quality;  the  supply  of  Gas  is  deficient  in  quality, 
and  at  the  same  time  excessive  in  price.  How  are  these  matters  to  be 
dealt  with  ?  How  are  the  existing  evils  to  be  remedied  ?  The  present 
state  of  matters  cannot  be  maintained  much  longer.  Committees 
have  been  appointed,  investigations  made.  Parliament  appealed  to, 
and  still  nothing  has  been  done.  The  Companies  which  supply  the 
City  with  water  and  gas  have  a  monopoly.  In  the  case  of  the  Gas 
Companies,  it  is  illegal  for  any  Company  to  start  in  competition  with 
them ;  and  as  regards  the  supply  of  Water,  although  there  is  no 
legalised  monopoly,  the  difficulty  of  finding  a  new  source  of  water- 
supply,  and  the  cost,  as  well  as  the  vast  inconvenience  of  breaking  up 
the  streets  anew,  and  of  laying  down  rival  pipes  alongside  those  of  the 
old  Companies,  renders  competition  virtually  impossible. 

What,  then,  is  to  be  done  ?  On  the  one  side  stand  the  Municipal 
Boards  of  London,  representing  the  three  millions  of  the  Meti'opolitan 
population,  who  are  clamorous  for  more  and  better  water,  and  cheaper 
and  better  gas  ;  and  in  opposition  to  these  stand  the  Gas  and  Water 
Companies,  who  naturally  endeavour  to  turn  their  monopoly  to  the 
best  account,  by  charging  a  maximum  price  while  giving  a  minimum 
supply.  How,  then,  is  a  solution  of  this  most  important  and  bitterly- 
contested  question  to  be  attained  ? 

It  is  well  to  consider  the  case  in  time,  lest  another  year  be  wasted 
and  lost  in  the  same  way  as  this  year  has  been.  My  own  imhesitating 
opinion  is,  that  the  only  way  in  which  a  satisfactory  solution  of  the 
difficulty  can  be  attained  is  for  London  to  take  the  business  into  its 
own  hands.  London  should  be  its  own  purveyor  as  regards  gas  and 
water.  The  supply  of  these  commodities  must  always,  practically,  be 
a  Monopoly ;  and  a  Monopoly,  it  is  needless  to  say,  is  the  veiy  worst 
forai  for  the  public  in  which  such  operations  can  be  conducted.  The 
Co-operative  system,  on  the  other  hand,  is  the  best  of  all.  Under  it, 
there  is  no  longer  any  rivalry  between  the  producers  and  consumers  : 
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for  the  producers  and  consumers  are  then  the  same  persons.  "When 
a  Citj'  undertakes  to  supply  itself,  there  is  no  motive  to  overcharge, 
and  the  commodity  is  supplied  at  prime  cost.  Now,  Water  and  Gas 
are  of  all  others  the  commodities  vpith  which  a  city  can  most  easily 
supply  itself.  The  impending  consolidation  of  the  various  Municipal 
Bodies  of  London  into  one  Central  Board,  for  the  regulation  of  the 
general  affairs  of  the  Metropolis,  will  confer  a  gi'eat  hoon  upon  the 
community,  hy  enabling  the  Central  Board  to  carry  out  many  heneficial 
changes  which,  with  the  present  division  of  powers,  is  impossihle.  And 
two  of  the  most  important  of  those  desirahle  changes  are  those  which 
relate  to  the  supply  of  Gas  and  the  supply  of  "Water. 

As  regards  the  Gas-question,  the  New  System  proposed  in  the  suhse- 
quent  pages  was  submitted  to  the  Board  of  Trade,  in  the  form  of  a 
Memorandum,  on  the  29th  of  April  last, — after  the  Board  of  Trade 
Bill  on  the  subject  had  been  brought  forward  in  Parliament.  On  the 
virtual  failure  of  that  Bill,  and  when  the  whole  question  was  referred 
to  a  Select  Committee,  the  Memorandum  which  I  had  submitted  to 
the  Board  of  Trade  was  published  verbatim  (with  a  few  words  of  intro- 
duction) in  the  Globe  newspaper  of  13th  July  ;  and  separate  copies  of 
it  were  sent  to  sixty  or  more  Members  of  Parliament,  including  the 
Chairman  of  the  Select  Committee. 

As  will  be  seen,  the  principle  of  the  New  System  was  partially 
adopted  by  the  Select  Committee  in  its  Report, — but  in  the  form  of  a 
half-measure,  alike  cumbrous  in  itself  and  costly  to  the  public.  I  hope 
to  show,  in  the  following  pages,  that  the  adoption  in  its  entirety  of  the 
plan  which  I  propose  would  be  much  more  advantageous,  not  only  from 
its  simplicity,  but  also  because  it  is  more  advantageous  alike  for  the 
public  and  for  the  Gas  Companies.  It  effects  a  reconcilement  of  the 
rival  interests,  upon  terms  permanently  advantageous  for  both  parties. 
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The  battle  between  the  Gas  Companies  and  the  municipal  bodies  of 
the  metropolis  will  soon  be  resumed.  The  next  Session  of  Parliament 
will  doubtless  witness  the  final  tug  of  war  between  the  rival  parties, — 
the  one  side  striving  to  maintain  their  position  of  Monopoly,  the  other 
to  secure  for  the  public  fair  terms  from  the  privileged  Companies,  or 
else  the  entire  overthrow  of  the  existing  monopoly,  and  the  substitu- 
tion of  a  new  system.  It  is  high  time  that  the  war  should  be  brought 
to  a  close.  It  has  already  lasted  as  long  as  the  siege  of  Troy.  It  has 
cost  £100,000  in  Parliamentary  expenses  since  1857  :  and  four-fifths  of 
this  sum  have  been  paid  away  by  the  Gas  Companies.  In  other  words, 
the  Companies  have  paid  four  times  as  much  in  the  defence  of  their 


THE  GAS  SUPPLY  OF  LONDON.  697 

monopoly  as  the  municipal  todies  have  fonnd  it  necessary  to  do  in 
attacking  it. 

This  is  a  curious  fact.  And  at  first  sight  it  appears  to  hear  heavily 
against  the  interests  of  the  Gas  Companies.  It  appears  a,  great  hard- 
ship that  they  should  have  to  pay  £80,000  in  carrying  on  this  litiga- 
tion. But  the  case  is  really  quite  difTerent.  This  large  expenditure 
in  maintaining  their  privileges  is  no  loss  to  the  Companies  at  all.  The 
Companies,  by  the  Act  of  1860,  are  allowed  to  divide  10  per  cent  profit, 
hut  no  more  :  and  as  their  present  profits  fully  amount  to  this  maxi- 
mum, the  large  sums  which  they  spend  in  defending  themselves  against 
the  public  are  simply  a  portion  of  their  profits  which  they  cannot 
appropriate  to  themselves,  and  which  rightfully  ought  to  be  employed 
in  reducing  the  price  of  gas  in  London.  Hence  the  large  sums  spent 
by  the  Companies  in  Parliamentary  and  other  litigation  are  just  so 
much  money  taken  out  of  the  pockets  of  the  ratepayers,  and  used  as  a 
means  of  opposing  the  claims  and  complaints  of  the  public.  Thus,  so 
long  as  the  present  system  continues,  the  Companies  can  spend  any 
amount  of  money  in  resisting  the  public,  at  no  loss  to  themselves, — 
seeing  that  the  public  have  to  supply  every  shilling  of  this  money  out 
of  their  own  pockets.  Thus,  practically,  the  public  have  no  recourse 
against  the  Gas  Companies.  Even  when  the  Companies  are  sued  and 
fined  for  supplying  bad  gas,  or  for  keeping  their  supply  to  :the  City 
inadequate,  and  when  the  costs  of  the  prosecution  as  well  as  the  amount 
of  the  fine  have  to  be  borne  by  the  Companies,  this  penalty  is  quite 
illusory  :  it  is  the  public,  after  all,  who  have  to  bear  the  whole  costs. 
Such  a  system  ought  certainly  to  be  put  an  end  to.  Under  it  the  pub- 
lic cannot  possibly  obtain  redress.  The  Companies  may  spend  enormous 
sums  in  defending  themselves,  for  it  costs  them  nothing  to  do  so  :  even 
if  they  be  fined  enormously, — the  amount  of  the  fine  also  comes  directly 
from  the  pockets  of  the  community  !  No  wonder  that  the  Companies 
fight  hard  to  maintain  such  a  system ;  and  no  wonder  that  the  Munici- 
pal bodies  have  hitherto  been  so  little  successful  in  their  efforts  to 
effect  a  change. 

In  fact,  the  power  of  the  Gas  Companies  to  spend  money  in  defence 
of  their  monopoly,  as  well  as  to  indulge  in  extravagant  expenditure  in 
other  forms,  is  practically  unlimited.  Not  only  have  they  the  power  of 
so  appropriating  all  the  revenues  in  excess  of  the  10  per  cent  dividend 
(and  all  the  Companies  now  pay  the  highest  legal  dividend),  but  they 
claim  the  right  to  appropriate  this  surplus-revenue  to  make  up  the  div- 
idends of  any  previous  years  when  the  dividend  may  have  fallen  below 
10  per  cent.  In  this  way,  they  may  safely  spend  even  £100,000  in  one 
year  in  Parliamentary  and  other  expenses  necessary  to  defend  their 
monopoly,  and  yet  safely  rely  upon  every  shilling  of  this  amount  being 
recouped  to  them  by  the  surplus  of  future  years.     In  other  words,  in 


698  APPENDIX. 

such  a  case,  £100,000,  which  would  otherwise  go  to  the  reduction  of 
the  price  of  gas,  is  kept  from  the  public,  and  devoted  to  make  up  any 
deficiency  in  the  maximum  dividend  of  10  per  cent  occasioned  hy  past 
litigation  on  the  part  of  the  Companies. 

Such  a  system,  I  say,  is  too  monstrous  to  be  endured.  But  before 
proceeding  to  detail  the  measure  of  reform  which  seems  to  me  called 
for,  it  may  be  well  to  examine,  firstly,  the  existing  Act  of  1860,  and 
secondly,  the  plans  which  have  been  brought  forward  to  remedy  the 
obvious  defects  of  that  Act. 

The  Act  of  1860. 

By  this  Act  a  monopoly  was  conferred  upon  the  then  existing  Com- 
panies, subject  only  to  the  condition  that  they  should  never  pay  to 
their  shareholders  more  than  10  per  cent  for  any  one  year.  It  was  not 
contemplated  that  the  Companies  would  claim  the  power  to  devote 
their  surplus  revenues  in  the  future  to  make  up  all  their  back-dividends 
to  the  statutory  maximum  of  10  per  cent.  And  accordingly  no  clause 
was  introduced  to  prevent  their  doing  so.  This  was  a  glaring  over- 
sight. And  the  rest  of  the  Act  was  equally  badly  conceived.  In  the 
first  place,  no  limit  was  imposed  upon  the  charges  of  the  Companies 
until  their  dividends  reached  10  per  cent  ;  in  consequence,  since  1860 
the  Companies'  dividends  have  actually  doubled,  and  in  some  cases 
trebled  (in  seven  years  ! ),  while  the  price  of  gas  to  the  public  has  not 
only  not  been  reduced,  but  in  some  cases  has  actually  increased.  In 
the  second  place,  when  the  statutory  maximum  of  10  per  cent  was 
reached  (as  it  is  now  by  all  the  Companies),  no  provision  was  made 
against  wasteful  expenditure  and  misappropriation  of  their  funds  by 
the  Companies,  so  as  to  insure  that  all  surplus  of  revenue  above  the 
10  per  cent  should  be  devoted  to  a  reduction  in  their  charges  upon  the 
public.  Thirdly,  this  arrangement  gave  the  Companies  no  motive  for 
adopting  improvements  in  the  process  of  manufaoturiug  gas,  nor  for 
economising  the  working-expenses.  Obviously,  now  that  they  have 
reached  their  statutory  limit  of  profits,  it  is  much  easier  for  the  Com- 
panies simply  to  go  on  as  they  are,  and  not  to  trouble  themselves  with 
manufacturing  experiments  or  with  the  costs  of  their  establishments  ; 
and,  under  the  existing  Act,  they  have  no  motive  whatever  for  attending 
either  to  the  one  matter  or  to  the  other.  Last  year,  for  example,  one  of 
the  Companies  presented  their  Directors — perhaps  we  should  rather  say, 
the  Directors  presented  themselves— with  a  "testimonial"  of  £1500,  in 
addition  to  the  very  handsome  salary  of  £2500  ordinarily  due  to  them. 

The  objection  of  the  Gas  Companies,  that  this  Act  of  1860  bars 
further  legislation,  on  the  ground  of  "  vested  rights, "  is  wholly  unten- 
able. That  Act,  by  giving  them  a  monopoly  (which  they  had  not 
before)  has  been  a  great  means  of  raising  their  profits.   Without  it,  the 
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dividends  of  those  Companies  would  not  have  risen  as  a  whole  from  6 
to  10  per  cent.  Competition  would  have  acted  against  them  in  a  two- 
fold manner, — namely,  by  checking  the  extension  of  their  business,  and 
also  by  forcing  them  to  a  reduction  of  price  in  order  to  maintain  their 
ground.  In  fact,  the  Act  of  1860,  instead  of  being  a  bar  to  future  legis- 
lation, furnishes  a  greater  justiiioation  for  such  legislation  than  if  the 
Act  had  never  been  passed.  It  might  be  contended  that  Parliament 
had  no  right  to  interfere  with  private  industry,— but  this  plea  ceased 
in  1860  ;  for  the  Act  lifted  those  Companies  out  of  the  ordinary  cate- 
gory of  trading  firms,  and  brought  them  thenceforth  under  Parliament- 
ary supervision. 

The  principle  of  the  Act  of  1860, — and  also  of  the  previous  Act  of  1847, 
which  was  adopted  as  a  precedent, — is  fundamentally  erroneous  :  for  as 
soon  as  Companies  have  raised  their  profits  to  the  legal  maximum,  10 
per  cent,  the  Act  takes  away  all  motive  for  effecting  any  further  eco- 
nomy. And  in  the  case  of  Gas  manufacture,  Science  is  yearly  enabling 
the  Companies  to  produce  the  same  results  at  a  diminished  cost. 

The  Bill  of  1867. 

Urged  on  by  the  Municipal  Bodies  of  Loudon,  the  Board  of  Trade 
this  year,  for  the  first  time,  consented  to  bring  in  a  Government  Bill 
to  remedy  the  defects  of  the  Act  of  1860.  This  Bill  preserved  the 
monopoly  of  the  existing  Companies,  but  sought  to  regulate  it  in  ac- 
cordance with  the  interests  of  the  public,  by  the  twofold  process  of  fixing 
the  price  of  gas,  and  the  quality  of  gas  to  be  supplied  at  that  price, — 
and  also  by  altering  the  maximum  amount  of  dividend  to  be  paid  by 
the  Companies.  As  the  dividends  of  the  Companies,  as  a  whole,  had 
doubled  within  the  previous  six  years  of  monopoly,  thereby  reaching 
the  statutory  maximum  of  10  per  cent,  it  was  rightly  concluded  that 
the  revenues  of  the  Companies  would  continue  to  increase  :  and  in  order 
to  give  them  a  motive  for  economy,  it  was  proposed  that  7  per  cent 
should  be  taken  as  a  starting-point,  and  thereafter  that  no  limit  should 
be  imposed  upon  the  amount  of  their  dividends. 

As  will  be  shown  in  the  sequel,  I  think  this  method  of  procedure  was 
bad  in  principle  ;  nor  can  I  say  that  it  was  rightly  applied. 

The  Bill  did  not  succeed.  It  was  so  strenuously  opposed  in  Parlia- 
ment by  the  supporters  of  the  Gas  Companies,  as  well  as  by  the  "joint- 
stock  "  interest  generally,  and  found  so  little  favour  from  the  House  at 
large,  that  it  was  virtually  abandoned  at  the  second  reading.  The 
main  features  of  the  Bill  were  left  out ;  the  price  of  gas  was  left  blank, 
and  no  change  was  proposed  in  the  maximum  dividends  allowed  to  the 
Companies.  The  Bill,  in  short,  became  featureless.  And  in  this  shape 
it  was  referred  to  a  Select  Committee. 
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Ebpoet  of  the  Select  Committee. 

Although  nominally  the  Bill  was  brought  hefore  the  Select  Commit- 
tee to  report  upon,  the  measure  as  passed  at  the  second  reading  had 
become  a  mere  blank  :  so  that  nothing  really  was  referred  to  the  Com- 
mittee but  the  general  question  between  the  Gas  Companies  and  the 
public.  As  the  Committee  failed  to  come  to  terms  with  the  Compan- 
ies, its  Report  did  not  contain  any  definite  settlement  of  the  question ; 
nevertheless  it  very  clearly  set  forth  the  alternative  courses  which,  in 
the  opinion  of  the  Committee,  ought  to  be  adopted  in  dealing  with  the 
question. 

The  first  of  these  alternatives  thus  recommended  is,  to  proceed  on 
the  same  principle  as  that  adopted  by  the  Board  of  Trade  BiU — 
namely,  to  maintain  the  monopoly,  but  to  regulate  it  in  a  manner  con- 
formable with  the  just  interests  of  the  public.  The  second  plan  (to  be 
adopted  if  no  satisfactory  arrangement  of  the  above  kind  could  be 
made  with  the  Companies)  was  to  break  up  the  monopoly  of  the  Com- 
panies in  so  far  as  to  allow  of  the  Municipal  Bodies  of  the  Metropolis 
establishing  gas-works  of  their  own,  and  entering  into  competition 
with  the  Companies. 

These  alternative  conclusions  are  thus  expressed  in  the  Eeport : — 
"  It  is  our  decided  opinion  that  the  consumer  is  entitled  to  a  far  more 
ef&cient  control  than  he  at  present  enjoys  with  respect  to  the  supply 
of  gas  to  the  metropolis.  .  .  .  That  it  would  be  unjust  to  the  con- 
sumer that  he  should  continue  subject  to  monopoly,  and  not  be  pro- 
vided with  the  safeguard  of  effective  regulation  " —  as  to  the  price, 
quality,  and  quantity  of  the  supply.  "  Unless  the  Companies  are 
prepared  during  the  recess  to  consent  to  a  satisfactory  arrangement  for 
the  consumer,  your  Committee  think  that  every  facility  should  be 
afforded  to  the  local  authorities  of  the  Metropolis,  in  the  Session  of 
1868,  for  the  introduction  of  an  independent  supply.  .  .  .  The  proper 
remedy  will  be  for  Parliament  to  concede  to  the  City  of  London,  the 
Metropolitan  Board  of  Works,  or  other  local  authorities  of  the  respec- 
tive districts,  the  power  of  supplying  those  districts  in  the  manner  in 
which  the  corporation  of  Manchester  supplies  that  city  and  the  sur- 
rounding neighbourhood." 

Tlv.  First  Alternative. 

Of  the  alternative  courses  proposed  by  the  Committee,  the  first  is  to 
recur  to  the  principle  of  the  BiU  brought  in  by  the  Board  of  Trade- 
namely,  (1)  to  fix  the  price  of  gas  to  be  charged  by  the  Companies  ; 
and  also  (2)  to  regulate  the  maximum  dividend  which,  with  this  fixed 
price  of  gas,  the  Companies  are  allowed  to  pay  to  their  shareholders. 

The  object  sought  to  be  attained  is,  to  give  to  the  Companies  an 
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adequate  motive  for  further  economy  in  the  manufacture  and  supply  of 
gas,  by  the  appliance  of  improved  processes  of  manufacture,  which 
science  is  every  year  rendering  available,  and  also  by  a  vigilant  super- 
intendence of  the  costs  of  management ;  and  at  the  same  time  to  in- 
sure to  the  public  a  share  in  the  results  of  that  economy,  and  in  the 
increasing  profits  which  the  Companies  will  make  in  consequence  of 
their  monopoly. 

I.  As  to  regulating  the  maximum  dividends  of  the  Companies. — 
Looking  at  the  actual  facts  of  the  case,  I  do  not  think  there  can  be  a 
doubt  that,  if  the  present  restriction  upon  the  amount  of  the  Com- 
panies' profits  were  removed  (their  present  monopoly  being  maintained), 
their  dividend  would,  on  the  aggregate,  rise  fully  one  per  cent  in  the 
course  of  the  following  year, — owing  to  economies  and  improvements 
which  at  present  they  have  no  adequate  motive  to  adopt.  On  this 
ground,  and  also  in  return  for  a  perpetuation  of  their  monopoly,  I  think 
8  per  cent  is  the  highest  starting-point  which  ought  to  be  allowed 
them.  Beyond  that  point,  they  should  share  their  profits  in  equal 
proportions  with  the  puilic.  That  is  to  say,  for  every  one  per  cent 
of  profit  above  8  per  cent,  \  per  cent  should  go  as  a  reduction  in  the 
price  of  gas,  and  ^  per  cent  be  added  to  the  Companies'  dividends. 

In  this  case,  before  their  dividend  again  rose  to  10  per  cent,  1  per 
cent  of  their  profits  would  have  gone  to  the  public  in  the  shape  of  a 
reduction  in  the  price  of  gas.  Thereafter,  of  course,  the  same  process 
would  continue  in  force  :  the  Companies  reaping  one-half  of  the  addi- 
tional profits  obtained  (1)  by  improved  processes,  and  (2)  from  the 
natural  extension  of  their  business  owing  to  the  increase  of  population, 
and  also  the  increase  in  the  use  of  gas  per  head. 

The  fact  that  the  increase  of  profits  to  the  Companies  depends  upon 
these  two  totally  different  causes  is,  of  itself,  a  justification  for  requir- 
ing that  this  increase  shall  be  shared  with  the  public.  For,  if  the  use 
of  improved  processes  be  due  to  the  Companies  themselves,  the  increase 
in  their  business,  owing  to  the  increase  of  population,  and  also  to  the 
increased  extent  to  which  gas  is  being  used  by  the  community  per 
head,  is  due  to  the  monopoly  conferred  upon  those  Companies,  which 
excludes  competition  and  places  them  in  lull  possession  of  the  field. 

II.  As  to  fixing  the  price  of  gas. — Here  I  must  premise  by  a  statement 
in  regard  to  the  practical  details  involved  in  such  a  mode  of  procedure  : 

The  chief  points  in  this  branch  of  the  case  are  (1)  the  Quality  of  the 
Gas  ;  and  (2)  the  mode  in  which  the  Price  is  to  be  determined. 

The  quality  of  the  Gas  depends  upon  its  Purity  and  its  Illuminating 
Power.  (The  quantity  and  pressure  of  the  gas  supplied  are  involved  as 
necessary  elements  of  the  illuminating  power. ) 

The  Purity  of  the  Gas  is  a  matter  of  sanatory  importance.  The 
purity  will  improve  in  proportion  to  the  distance  from  the  gasometer. 
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— a  portion  of  the  sulphuretted  elements  teing  deposited  in  the  pipes 
as  the  gas  passes  along. 

The  Illuminating  Power,  on  the  other  hand,  will  he  greatest  close  to 
the  factory,  and  diminish  in  proportion  to  the  distance, — the  pressure 
obviously  so  diminishing. 

In  regard  to  the  Testing  of  these  qualities,  the  object  should  be  to 
apply  the  tests  at  the  Main-Pipe  soon  after  it  leaves  the  gasometer. 
The  ease,  simplicity,  and  cheapness  of  this  process,  compared  to  testing 
hundreds  of  burners  at  the  extremities  of  the  system,  is  obvious.  Of 
course  »  preliminary  investigation,  of  a  very  simple  kind,  would  be 
needed, — in  this  way.  A  test  should  be  applied  to  the  burners  at  the 
various  boundaries  or  extremities  of  each  system  of  pipes  ;  and  a 
simultaneous  test  should  be  applied  at  the  Main-Pipe  close  to  where  it 
leaves  the  gasometer.  And  by  comparing  the  pressure  and  illuminat- 
ing power,  &c.,  of  the  Gas  at  the  Main  with  the  results  simultaneously 
given  at  the  extremities,  it  could  thereafter  be  ascertained,  by  simply 
testing  at  the  Main,  whether  or  not  the  supply  was  adequate  at  the 
extremities.  Of  course,  as  the  use  of  gas  is  yearly  increasing,  these 
simultaneous  tests  at  the  Main  and  at  the  extremities  would  require  to 
be  repeated  at  distant  intervals  :  but  the  testing  at  the  Main  would  be 
sufficient  in  ordinary  circumstances. 

It  seems  to  me  a  mistake  to  make  the  price  charged  by  the  Com- 
panies vary  with  the  quality  and  quantity  of  the  gas  supplied.  These 
may  vary  from  week  to  week,  and  ceaseless  difficulties  would  arise  in 
connection  with  them.  It  would  be  much  better  to  require  that  all 
the  Companies  shall  at  aU  times  furnish  gas  of  a  certain  purity  and 
illuminating  power.  And  let  a  heavy  fine  be  imposed  upon  every 
breach  of  this  condition. 

In  fact,  the  Gas  Companies  should  he  dealt  with  somewhat  in  the 
same  way  as  Distillers  are.  Let  officers  (like  those  of  the  Excise)  be  ap- 
pointed under  the  Act  to  test  the  gas,  not  at  certain  times,  but  when- 
ever they  please.  Let  those  officers  have  a  fair  salary,  and  give  them  a 
large  share  in  the  fines  imposed  on  the  Companies.  The  Companies 
could  protect  themselves  as  distillers  do,  by  seeing  that  the  facts  are 
truly  stated  by  the  officers, — for,  with  good  tests,  the  strength  and  quality 
of  Gas  can  he  determined  as  easily  as  the  alcoholic  strength  of  Spirits.  ; 

If  this  plan  were  adopted — that  is  to  say,  if  the  Companies  were 
bound  at  aU  times  to  supply  gas  of  a  fixed  purity  and  illuminating 
power — one  element  of  perplexity  would  be  removed ;  and  the  difficul- 
ties of  prosecuting  the  Companies  and  getting  a  verdict  (at  present 
insuperable)  would  be  greatly  lessened. 

But  there  are  great  difficulties  in  the  way  of  attaining  a  satisfactory 
settlement  of  the  question  in  this  form.  A  Select  Committee  of  Par- 
liament is  doubtless  the  only  proper  tribunal  for  fixing  the  two  start- 
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iug  points,— namely,  the  Price  of  gas  and  the  maximum  Dividend 
which,  with  this  rate  of  charge,  the  Companies  shall  be  allowed  to 
appropriate.  But,  after  the  experience  of  the  present  Session,  it  ap- 
pears hopeless  to  expect  that  any  agreement  can  he  come  to  with  the 
Companies  upon  these  points,  unless  by  sacrificing  the  interests  of  the 
public.  Moreover,  I  do  not  believe  that  any  Committee  can,  with  con- 
fidence, decide  upon  these  points,— and  most  of  all,  as  to  what  is  a  fair 
price  for  the  supply  of  gas  of  a  certain  fixed  quality. 

The  Second  AUernatim. 

The  Committee  themselves  evidently  regard  the  adoption  of  their 
first  alternative  as  almost  hopeless  ;  and  I  think  it  a  bad  one.  Let  us 
now  consider  the  other  alternative, — namely,  that  the  Monopoly  of  the 
Companies  should  be  abolished,  so  as  to  allow  the  Municipal  bodies  to 
erect  gas-works  of  their  own,  and  to  enter  into  competition  with  the 
Companies. 

Now,  there  can  be  no  doubt  that,  under  snch  a  system  of  competi- 
tion, the  Municipal  bodies  would  quickly  drive  the  Companies  to  the 
wall.  Instead  of  their  present  afiluent  condition,  the  Companies  would 
see  then-  dividends  rapidly  decline.  They  would  have  to  reduce  their 
charges  :  yet  even  with  this  change  they  would  not  be  able  to  hold  their 
ground.  The  Municipal  bodies  are,  in  fact,  the  Public.  The  work 
which  they  undertook  would  be  undertaken  simply  in  the  interests  of 
the  public.  Moreover,  their  costs  would  have  to  be  supplied  by  the 
public.  So  that  the  public,  for  their  own  interest,  would  support  the 
Municipal  gas-companies,  and  abandon  the  existing  Companies.  In 
this  way,  I  repeat,  the  Companies  would  soon  he  driven  to  the  wall. 

But,  consider  the  immediate  disadvantages  and  inconveniences  of 
such  a  system.  For  some  years,  these  Municipal  gas-works  would  not 
pay  the  very  heavy  expenses  requisite  for  their  first  establishment.  Al- 
though these  Municipal  Companies  (so  to  call  them)  would  be  sure  of 
success  in  the  end,  they  would,  at  the  outset,  be  subject  to  all  the  seri- 
ous drawbacks  which  would  attend  new  private  Companies.  As  the 
Select  Committee  themselves  remark  : — "  The  dilficulty  of  finding  room 
for  mains  and  service-pipes  in  the  already  crowded  line  of  the  streets, 
the  public  inconvenience  of  frequently  disturbing  the  pavement,  the 
objections  usually  entertained  by  the  inhabitants  of  populous  districts 
to  the  introduction  of  new  gas-works,  &c. ;  all  are  obstacles,  in  addition 
to  those  which  are  connected  with  the  raising  of  the  capital  required 
for  so  great  an  undertaking  as  that  of  supplying  with  gas  any  large 
portion  of  the  metropolis." 

A  New  Plan. 

The  proposal  of  the  Select  Committee  is  in  the  right  direction.  But 
it  is  a  half-measure,  and  is  accompanied  by  great  disadvantages  which 
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would  disappear  if  tlie  principle  were  at  once  carried  out  to  its  legiti- 
mate issue. 

The  result  of  tlie  plan  proposed  by  tlie  Committee  would  be  so  to  re- 
duce the  profits  of  the  existing  Companies  as  to  make  these  Companies 
willing  to  retire  altogether  from  the  field,  and  sell  their  gas-works  and 
pipes  to  the  Municipal  Companies.  Wow,  it  seems  to  me  that  this  re- 
sult could  he  better  accomplished  at  once,  than  by  adopting  a  system 
of  competition  onerous  to  the  Municipality,  and  also  detrimental  to  the 
Companies.  As  regards  the  existing  Companies,  they  could  not  expect 
to  obtain  such  good  terms  for  transferring  their  works  and  business 
after  their  dividends  had  been  reduced  by  competition,  as  they  fairly 
can  at  present,  when  their  dividends  are  at  their  highest  point. 
Why,  then,  should  not  the  Companies  be  ready  to  make  the  transfer 
of  their  business  to  the  City  now,  when  their  profits  are  at  the  highest 
point  they  can  possibly  reach,  than  wait  until  their  profits  are  reduced 
by  the  competition  of  the  Municipal  bodies,  and  when  of  course  they 
will  not  get  as  good  terms  as  would  be  offered  them  now  ? 

This  is  the  solution  of  the  question  which  I  propose.  And  it  seems 
to  me  unquestionably  by  far  the  best  arrangement  which  can  be  made, 
as  regards  the  interests  alike  of  the  Companies  and  of  the  public. 

The  supply  of  Gas  is  a  business  which  every  township  or  Municipality 
should,  and  can  advantageously,  take  into  its  own  hands.  When  left 
to  a  private  Company,  this  business  always  occasions  endless  strife  and 
dissatisfaction  in  the  community  ;  and  also  some  cost  and  much  incon- 
venience by  the  breaking-up  of  the  causeways,  &c.  Moreover  the  sup- 
ply of  Gas,  as  of  Water,  is  a  kind  of  business  more  suitable  than  any 
other  for  the  management  of  a  Municipality.  As  soon  as  the  primary 
works  are  completed,  the  management  is  very  easy  and  simple.  Any 
kind  of  business  (from  Banking  down  to  shopkeeping)  which  requires 
a  daily  superintendence — where  the  conditions  of  the  business  fluctu- 
ate from  day  to  day,  or  even  from  week  to  week,  is  not  suitable  to  pub- 
lic bodies,  and  ought  to  be  left  to  private  management, — both  on  ac- 
count of  the  close  attention  which  such  business  requires,  and  also 
owing  to  the  risks  which  attend  it.  But  the  case  is  different  with  the 
supply  of  gas,  where  there  are  no  fluctuations,  and  where  the  only 
change  which  takes  place  is  a  gradual  increase  in  the  demand  for  the 
commodity  supplied. 

In  determining  what  would  be  a  just  price  to  be  paid  to  the  Gas 
Companies,  the  Select  Committee  should  take  into  account  not  only 
the  fact  that  these  Companies  owe  their  present  profits,  in  some  degree, 
to  the  legislative  monopoly  conferred  upon  them  in  1860,  but  also  that 
the  continuance  of  their  present  rate  of  profit  is  to  some  extent  depen- 
dent upon  the  maintenance  of  that  monopoly.  If  Parliament  were 
to  annul  that  monopoly,  it  is  at  least  possible  that  the  fervour  of 
competition  (as  soon  as  speculation  recovers  from  its  present  abnormal 
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state  of  depression)  would  suffice  to  force  the  existing  Companies  to 
reduce  their  rales  simply  in  order  to  deter  contemplated  new  Compa- 
nies, or  to  drive  them  out  of  the  field  if  they  were  established. 

But,  in  truth,  such  considerations  need  not  be  entered  into.  The 
only  fact  to  be  noted  is,  that  all  the  Companies  now  pay  a  dividend  oi 
10  per  cent,  and  that  this  is  the  highest  rate  of  profit  allowed  by  the 
Act,  and  which  they  can  possibly  claim. 

Financially,  this  transfer  of  the  property  of  the  Gas  Companies  to 
the  Municipal  bodies  of  London  could  be  easily  effected.  When  a  new 
road  is  wanted  in  any  district,  a  Corporation  borrows  money,  and  pays 
the  interest  on  the  loan  out  of  the  proceeds  of  the  tolls, — any  deficiency, 
of  course,  being  supplied  by  an  increase  of  the  local  rates.  But  if  the 
London  Municipality  (so  to  call  it)  were  to  buy  up  the  rights  and  pro- 
perty of  the  Gas  Companies,  no  new  rate  would  be  needed  at  all.  Even 
from  the  outset,  no  new  charge  would  be  imposed  upon  the  public ; 
while  there  would  be  a  yearly  increasing  gain  from  the  reduction  of  the 
existing  charge — namely,  the  price  of  gas. 

The  transfer  of  the  property  of  the  Gas  Companies  to  the  Municipa- 
lity (so  to  call  it,  or  the  aggregate  municipal  bodies)  can  be  effected 
without  any  direct  purchase,  and  without  any  loan  or  other  financial  pro- 
cess, on  the  part  of  the  Municipality.  All  that  is  required  is  to  convert 
the  Shares  of  those  Companies  into  City  Bonds  of  equal  amount,  bear- 
ing 10  per  cent  of  yearly  interest.  The  funds  necessary  for  the  payment 
of  interest  on  these  bonds  are  already  in  existence  :  they  are  supplied 
by  the  proceeds  of  the  rate  at  present  levied  upon  the  community  by 
the  Companies.  The  only  change  which  would  be  made  would  be  that 
the  present  amount  of  the  Gas-rate  would  be  collected  by  the  Munici- 
pality, and  paid  to  the  shareholders  of  the  Companies  as  interest  on  the 
Bonds,  instead  of  being  collected  by  the  Companies  themselves,  and 
paid  by  them  as  dividend  to  their  shareholders. 

This  is  all  that  is  necessary  in  order,  by  one  stroke,  to  transfer -the 
property  and  interests  of  the  Gas  Companies  to  the  Municipality.  No 
loan  or  new  rate  would  be  needed  at  all.  And  no  loss  could  possibly 
happen  to  the  Municipality  from  the  arrangement,  seeing  that  the  funds 
required  for  the  annual  payment  on  these  new  City  Bonds  are  already 
in  existence. 

Advantages  of  the  New  System. 

The  advantages  of  the  New  System  to  the  community  would  be  two- 
fold,— alike  economical  and  (what  for  want  of  a  better  word  we  must 
call)  Social.  There  would  be  not  only  the  acquisition  by  the  public  of 
the  prospective  profits  on  the  supply  of  gas,  but  also  an  immediate 
advantage  by  the  more  economical  management  of  the  business  ;  and 
likewise  there  would  be  a  greater  satisfaction  on  the  part  of  the  public, 
seeing  that  thej'  would  no  longer  have  to  deal  with  private  Companies, 
inclined  to  extortion,  but  would  actually  have  the  management  in  their 
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own  hands.  Instead  of  the  existing  conflict  "between  the  interests  of 
the  Public  and  of  the  Traders,  we  should  have  a  Co-operative  System 
under  which  this  antagonism  of  interests  would  disappear.  The  com- 
munity would  be  alike  the  producers  and  the  consumers. 

But  in  estimating  the  working  of  the  New  System,  let  us  look  a  little 
more  into  details.  The  points  to  be  noted  are — (1)  The  Collection  of 
the  Gas-rate  :  (2)  The  Management  of  the  Business  ;  and  (3)  The  Pro- 
spective Profits. 

(1)  The  Collection  of  the  Rate  would  be  made  by  the  Municipal 
Bodies  ;  and  as  there  is  already  a  Municipal  Staif  for  the  collection  of 
rates,  it  is  reasonable  to  infer  that  the  collection  would  be  made  more 
economically  than  by  the  existing  companies,  each  of  which  has  to 
maintain  a  staff  of  collectors  for  this  pm-pose  alone. 

(2)  The  Management  would  doubtless  be  intrusted  to  a  Commission, 
appointed  by  the  Municipal  bodies,  the  members  of  which  would  be 
removable,  or  subject  to  re-election,  eveiy  3  or  5  years.  But  probablj- 
it  would  be  better  (especially  as  the  system  is  the  result  of  Parliamen- 
tary legislation)  that  a  portion  of  this  Commission,  say  one-foarth, 
should  be  appointed  by  the  Board  of  Trade  ;  and  probably,  also,  it 
would  be  better,  in  the  interests  of  the  community,  that  these  should 
be  permanent  members — like  the  permanent  secretaries  in  the  various 
Government  Departments — who  would  thereby  acquire  a  more  com- 
plete knowledge  of  the  business  than  the  temporary  members  who 
would  represent  the  fluctuating  views  and  interests  of  the  public. 

As  this  Board,  or  Commission,  would  take  the  place  of  ten  different 
Boards  of  Directors,  each  with  its  Accountant,  Secretary,  &c.,  it  is 
reasonable  to  infer  that  the  members  of  it  might  be  paid  a  salary  suffi- 
cient to  secure  their  whole  time  and  ability, —  and  yet  the  cost  be  con- 
siderably less  than  that  incurred  for  the  same  purpose  by  the  ten  Com- 
panies now  in  existence. 

Tlius,  upon  both  of  these  heads — the  Collection  and  the  Manage- 
ment— there  would  certainly  be  a  considerable  gain  ;  besides  the  greater 
satisfaction  to  the  public,  i.  e. ,  the  payers  of  the  rate. 

(3)  As  to  Prospective  Profits. — The  fact  that  the  dividends  or  profits 
of  the  existing  Companies  have  almost  doubled  during  the  last  six 
years,  is,  of  itself,  a  sufficient  proof  of  the  great  increase  of  profits 
which  may  be  reckoned  upon  in  the  future.  An  addition  to  the  exist- 
ing rate  of  profit  may  be  safely  reckoned  upon  from  three  different 
causes.  (1)  The  increased  use  of  gas,  in  lieu  of  lamps  or  candles,  even 
if  the  population  remained  stationary  in  numbers  and  wealth.  (2)  But 
the  population  is  increasing  alike  in  wealth  and  in  numbers,  so  that  a 
great  additional  profit  may  be  expected  from  this  cause.  (3)  The 
adoption  of  improved  processes  in  the  manufacture  of  gas.  Under  this 
head  a  considerable  prospective  gain  may  be  confidently  relied  on.    For 
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example,  in  the  analogous  case  of  locomotion,  Science  has  produced  so 
great  an  economy  that  the  same  amount  of  coal  can  now  be  made  to 
produce  a  double  amount  of  steam-power  compared  with  the  state  of 
matters  20  years  ago.  In  like  manner  it  may  be  expected  that,  by 
improved  processes,  the  same  quantity  of  coal  will  ere  long  be  made  to 
produce  a  greater  qnantity  of  gas  ;  and  also,  that  inferior  kinds  of  coal 
will  be  made  to  produce  gas  of  an  illuminating  power  equal  to  that 
produced  at  present  by  more  expensive  kinds. 

The  additional  profits,  or  increased  economy,  arising  from  these 
various  causes,  would  go  entirely  to  the  benefit  of  the  public,  in  the  form 
of  a  reduction  of  the  price  of  gas.  So  that,  as  the  result  of  the  New 
System,  Loudon  would  soon  be  supplied  with  gas  of  a  superior  kind  at 
a  constantly  decreasing  price.  At  the  same  time  the  present  strife  and 
dissatisfaction  would  disappear,  as  the  community  would  then  have 
the  business  in  its  own  hands  ;  it  would  be  at  once  Producer  and  Con- 
sumer— and  would  no  longer  have  to  struggle  against  the  interests  of 
an  alien  (i.  e. ,  private)  body. 

I  may  add,  in  conclusion,  that  there  is  no  need  in  this  case  to  estab- 
lish a  Sinking-fund  for  paying  off  the  bonds.  There  is  no  loan  to  be 
extinguished  :  there  is  no  new  rate  to  be  gradually  got  quit  of  If  the 
shareholders  of  the  Companies  get  10  per  cent  on  their  capital,  that  is 
all  that  they  can  claim  :  it  is  also  all  that  they  can  desire.  The  Bonds 
themselves  would  be  convertible  into  the  capital,  by  sale  on  the  Stock 
Exchange.  Neither  would  there  be  any  advantage  to  the  community 
in  paying  off  these  Bonds  by  a  Sinking-fund.  For  the  only  result  of  a 
Sinking-fund  would  be,  that  a  portion  of  the  yearly  profits  would  be 
set  apart  for  this  Sinking-fund,  instead  of  being  applied  to  a  reduction 
in  the  price  of  gas.  So  that,  in  fact,  to  establish  a  Sinking-fund  in  any 
form  (i.e.,  either  by  converting  the  Bonds  into  terminable  annuities,  or 
otherwise),  would  be  simply  to  make  the  present  householders  of  Lon- 
don pay  for  giving  cheaper  gas  to  other  householders  who  may  succeed 
them,  and  with  whose  interests  they  are  in  no  way  connected. 


THE  WATER  SUPPLY. 

Three  conditions  are  requisite  to  constitute  an  efficient  system  of 
Water-supply.  First,  the  quality  of  the  water  must  be  above  suspicion, 
and  such  as  is  consistent  with  perfect  health  on  the  part  of  those  who 
use  it.  Secondly,  the  quantity  of  the  supply  must  be  adequate  for  all 
the  personal,  domestic,  and  civic  purposes  for  which  it  is  required. 
Thirdly,  the  supply  should  be  constant,  so  that  it  may  be  available 
whenever  it  is  wanted. 

It  is  needless  to  say  that  the  existing  water-supply  of  London  is 
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inadequate  in  each  and  all  of  these  respects.  It  is  needless  to  recapitu- 
late the  experiments  of  Dr  Letheby,  nor  the  investigations  of  Captain 
Tyler  and  others,  nor  the  never-ending  civic  complaints  upon  the  sub- 
ject. But  I  may  say  a  word  as  to  the  great  advantage,  if  not  necessity, 
for  the  establishment  of  a  system  of  "constant  supply" — a  point  to 
which  too  little  attention  has  yet  been  given  : — 

It  is  only  when  in  some  emergency  an  urgent  demand  for  water  is 
unsatisfied  that  people  are  aroused  to  the  conviction  that  the  system  of 
supply  is  inefficient.  A  great  fire  rages  at  night  and  there  is  no  water 
wherewith  to  extinguish  it ;  the  drains  are  at  fault  in  a  hot  and  dry 
season,  and  there  is  no  water  with  which  to  flush  and  cleanse  them  ;  or 
the  arrangements  of  the  Water  Companies  clash  with  certain  domestic 
customs.  In  all  of  these  cases  there  is  an  outci-y  ;  but,  except  at  such 
junctures,  people  generally  are  unconcerned,  and  suffer  very  placidly  a 
number  of  evils  of  which,  indeed,  they  are  probably  more  or  less  un- 
conscious. It  is  not,  however,  only  on  occasions  such  as  those  to  which 
reference  has  been  made,  that  the  public  is  injured  by  the  insufficiency 
of  a  system  of  supply  which  is  not  always  available.  A  great  evil  results 
from  the  fact,  that  when  the  supply  is  not  constant  the  water  must  be 
stored  for  use.  Water  which  has  lain  long  in  a  cistern  exposed  to  air 
can,  at  best,  be  only  tolerably  free  from  impurity  :  and  in  many  cases, 
especially  in  poor  localities,  from  the  difficulties  incident  to  the  clean- 
ing of  the  cisterns,  the  water  becomes  unfit  for  use.  In  short,  in  the 
case  of  a  vast  population,  like  that  of  London,  it  may  be  unhesitat- 
ingly affirmed  that  no  supply  can  be  perfect  which  necessitates  storing. 
These  and  other  matters  require  only  to  be  investigated  in  order  to 
prove  that  it  is  indispensable  the  supply  should  be  available  at  all 
times  and  under  all  circumstances  when  it  may  be  needed. 

It  has  been  abundantly  proved  that  water  at  full  pressure  ought  to 
be  available  for  the  wants  of  the  community  at  all  times.  Whj'  do  we 
hear  of  difficulties  ?  Is  it  not  absurd  to  talk  as  if  a  system  which  is 
adopted  in  the  provinces  were  impossible  in  London  ?  The  objections 
which  have  been  raised  to  the  system  of  constant  supply  are  perfectly 
inexplicable.  The  very  means  which  are  in  use  in  some  of  the  provin- 
cial towns  have  been  declared  impracticable,  and  contingencies  which 
never  occur  have  been  represented  as  inevitable  and  inseparable.  Burst- 
ing pipes,  leaking  taps,  wanton  waste,  and  a  host  of  similar  bugbears, 
have  been  pictured  in  terroron  of  a  constant  supply,  until  it  has  come 
to  be  regarded  as  at  least  doubtful,  whereas  at  the  same  instant  the 
system  is  in  full  work  out  of  the  metropolis. 

No  doubt,  if  the  present  system  is  maintained,  there  are  great,  indeed 
insuperable,  difficulties  in  obtaining  for  our  vast  metropolis  an  adequate 
supply  of  water.  Not  only  is  it  difficult  to  insure  a  supply  of  pure  water, 
but  the  (juantity  of  the  supply,  at  present  inadequate,  must  yearly 
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become  less  adequate,  owing  to  tho  growth  of  the  metropolis.  More 
water  is  needed  if  any  great  improvement  is  to  he  made  in  our  sanitary 
arrangements,  and  in  the  habits  of  the  lower  classes  ;  and  more  water 
is  also  being  consumed  by  the  yearly  increasing  use  of  steam-machinery. 

It  may  not  be  easy  to  say  whence  this  new  supply  of  water  is  to  be 
obtained,  but  it  is  certain  that  the  process  of  obtaining  it  will  be 
exceedingly  costly.  The  project  of  bringing  water  from  the  Cumber- 
land Lakes,  by  a  grand  aqueduct  running  right  across  England,  is 
chimerical ;  for  this  reason,  among  others,  that  it  would  be  resolutely 
opposed  by  Liverpool,  Leeds,  and  all  the  towns  of  the  North,  who 
would  assert  a  prior  claim  to  the  water  of  the  Lakes.  A  more  feasible 
plan  would  be  to  establish  reservoirs  in  some  of  the  narrow  upland 
valleys  of  Wales,  and  bring  the  water  to  London  by  great  aqueducts. 
Nevertheless,  the  first  point  that  is  incumbent  is,  that  we  should  fully 
utilise  the  rainfall  of  our  own  district  of  the  London  basin,  —  the 
valley  of  the  Thames  extending  up  to  Oxford.  Parliament  may  give 
great  help  in  this  matter  by  rendering  compulsory  the  utilisation  of 
sewage,  or  at  least  of  preventing  the  sewage  of  towns  being  simply  poured 
into  our  rivers.  But  it  will  take  some  time  before  so  great  (and  bene- 
ficial) a  reform  can  be  effected.  Until  this  change  be  effected,  it  seems 
to  be  almost  imperative  that  the  reservoirs  for  the  supply  of  London, 
instead  of  being  kept  close  to  the  metropolis,  should  be  constructed  on 
the  upper  course  of  the  streams — there  collecting  the  flood- waters,  and 
at  the  same  time  escaping  the  impurities  of  the  streams  in  the  lower 
part  of  their  courses.  But  one  important  point  to  be  attended  to  is 
this, — the  surface-water  of  the  London  basin  by  no  means  represents 
the  entire  rainfall  of  the  district  ;  perhaps  an  equally  large  portion 
finds  its  way  through  the  surface-soil,  percolating  down  through  the 
surface-soil,  and  forming  a  vast  source  of  subterranean  water-supply. 
Doubtless  a  portion  of  this  subterranean  water  finds  its  way  to  the  sur- 
face again  in  the  form  of  springs  ;  and  we  are  very  sure  that  this  source 
of  water-supply  has  not  yet  been  sufliciently  attended  to.  But  a  still 
more  important  means  of  adding  to  our  supply  of  w-ater  is  by  the  sink- 
ing of  Artesian  wells — by  perforating  the  strata  until  some  deep  subter- 
ranean reservoirs  are  reached,  from  whence  their  pure  waters  might  be 
brought  to  the  surface.  We  have  little  doubt  that  Artesian  wells  will 
be  adopted  as  one  of  the  means  of  improving  and  increasing  the  water- 
supply  of  London.  The  other  method  is  the  establishment  of  large 
reservoirs  at  a  distance  from  London,  and  conveying  the  water  to  the 
metropolis  by  costly  aqueducts. 

But  we  repeat,  whatever  be  the  processes  adopted  for  obtaining  a 
better  water-supply  for  London,  those  processes  will  be  very  costly. 
As  a  natural,  indeed  necessary  consequence,  the  existing  Water  Com- 
panies will  be  most  reluctant  to  undertake  so  serious  an  enterprise. 
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We  do  not  believe  that  any  of  the  present  Companies  would  consent  to 
so  widely  extend  their  capital  and  their  operations.  Still  less  is  it  to 
be  thought  that  any  new  company  would  be  willing  to  engage  in  so 
costly  an  undertaking,  when  the  prospect  of  adequate  remuneration 
amid  the  competition  of  the  established  companies  is  absolutely  hope- 
less. The  work,  we  believe,  could  only  be  accomplished  by  means  of  a 
guarantee  from  the  Municipality  of  a  certain  profit  to  the  Companies 
(say  five  per  cent)  upon  the  capital  which  they  embarked  in  such 
undertakings.  And,  when  it  comes  to  this,  it  were  better  for  the 
Municipality  to  take  the  work  into  its  own  hands. 

There  are  many  other  reasons  why  the  Municipality  should  take  this 
course.  Indeed,  all  the  arguments  which  I  have  adduced  in  favour  of 
the  Municipality  taking  into  its  own  hands  the  supply  of  Gas,  are  at 
least  equally  applicable  to  the  supply  of  Water.  The  whole  facts  of 
the  case  concur  in  demonstrating  the  advantage  of  taking  the  supply 
of  water  out  of  the  hands  of  the  Companies  (of  course,  with  adequate 
compensation  to  these  bodies)  and  combining  the  works  and  administra- 
tion of  the  eight  existing  Companies  under  a  single  Board  appointed  by 
the  Municipality.  The  population  of  London  is  a  nation  of  itself :  and 
it  ought  certainly,  alike  on  economical  and  on  social  grounds,  to  abolish 
the  present  inadequate  system  of  water-supply  by  means  of  private 
companies,  and  establish  a  new  and  better  one  in  which  the  Munici- 
pality itself  will  be  the  manager,  and  the  public  will  be  at  once  con- 
sumers and  producers. 

The  financial  process  by  which  the  property  of  the  Water  Companies 
can  be  transferred  to  the  Municipality  is  identical  in  principle  with 
that  which  I  have  fully  detailed  in  regard  to  the  question  with  the 
Gas  Companies.  The  only  difference  is,  that  (1)  the  Water  Companies 
possess  no  legal  monopoly  ;  and  (2)  that  their  dividends,  as  »■  whole, 
have  not  (like  those  of  the  Gas  Companies)  reached  the  maximum 
allowed  to  them  by  Act  of  Parliament. 

In  conclusion,  it  seems  to  me  that  the  sooner  these  questions,  embar- 
rassing though  they  be,  are  grappled  with  the  better.  An  eflioient 
water-supply  especially,  is  of  the  very  highest  importance  to  the  welfare 
and  health  of  the  metropolis  :  it  is  a  want  far  more  urgent  than  that  for 
a  Palace  of  Justice,  or  for  a  new  National  Gallery. 


rniNTED  BY  "WTLLIAM  BLACKWOOD  AND  SONS,    EDINBURGH. 
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THE    NEW    EEVOLUTION; 

OR,   THE 

NAPOLEONIC  POLICY  IN  EUEOPE. 

(I860.) 


British  Quarterly  Review. 

The  author  of  this  book  holds  rather  an  enviable  position.  He  has 
prophesied— and  he  has  lived  to  witness  the  fulfilment  of  his  prophetic 
visions.  To  the  mind  ignorant  of  the  deductive  value  of  history,  his 
book  would  be  doubtless  sugcrestive  of  Zadkiel  himself.  But  Mr  Pat- 
terson's philosophy  is  based  neither  on  the  language  of  the  planets,  nor 
on  the  mysterious  figures  of  the  Apocalypse,  but  simply  on  the  logic  of 
facts.  .  .  .  Such  a  small  compass  of  history  as  the  present  generation 
has  lived  has  rarely  been  pregnant  with  so  much  logic. 

Eevue  des  Deux  Mondes. 

Les  articles  de  M.  Patterson,  reimprimes  depuis  en  volume  sous  le 
titre  de  la  Nouvelh  Revolution,  lui  aient  valu  la  reputation  de  prophfete, 
et  d'ingenieux  penseur  politique. 

The  Dial. 

This  book  is  a  study  in  the  history  of  the  present  time.  The  Empe- 
ror ISTapoleon,  his  character,  his  career,  his  policy,  his  imperial  system, 
his  place  among  European  potentates,  and  the  scope  of  his  designs  as 
affecting  the  state  and  prospects  of  European  nations — such  is  the 
theme  of  Mr  Patterson's  book.  .  .  .  The  book  is,  in  all  respects,  able. 
.  .  .  We  have  confidence  in  pronouncing  these  articles  among  the  ablest 
contributions  ever  made  to  Journalism,  and  in  saying  that  Mr  Patterson 
would  be  a  distinguished  historian  if  he  were  not  the  distinguished 
editor  of  a  Tory  newspaper.  His  style  is  clear,  nervous,  and  dignified, 
admirably  adapted  to  the  treatment  of  a  grave  historical  subject,  and 
rising  at  times  into  noble  though  chastened  eloquence. 

Illustrated  London  News. 

The  remarkable  feature  of  the  papers  of  which  the  volume  consists 
is,  that  most  of  them  were  written  at  a  time  when  the  circumstances 
which  they  dwelt  on  were  either  unthought  of  or  disregarded ;  and 
therefore  subsequent  events  have  given  to  them  a  character  of  prescience 
which  rises  almost  to  the  height  of  prophecy. 


OPINIONS   OF  THE  PEESS. 


MacpIiall'B  Edlmburgli  Magazine. 

If  Mr  Patterson's  merits  as  a  political  writer  be  judged  of  by  the 
truthfulness  of  his  speculations,  he  will  be  found  to  have  scarcely  a 
compeer.  In  his  articles  in  '  Blackwood's  Magazine, '  almost  every  step 
that  Napoleon  has  taken  was  predicted,  and  almost  every  political 
event  forestalled.  .  .  .  The  profound  observations  which  "this  book 
contains,  and  the  vigorous  idiomatic  style  in  which  they  are  expressed, 
will  interest  the  reader. 

Bell's  Weekly  Messenger. 

"Whatever  may  be  the  eventual  consequences  to  Europe  of  the  modem 
Napoleonic  policy,  it  can  never  be  said  that  there  are  not  some  far-see- 
ing men  on  this  side  of  the  Channel  who  have  not,  from  the  very  first 
moment  of  the  Imperial  career,  marked  its  tendencies,  and  given  warn- 
ing of  the  natural  results  to  be  anticipated  from  its  extraordinaiy 
mancEUvres.  In  all  our  experience  we  do  not  think  we  have  met  with 
one  of  these  who  has  so  thoroughly  accomplished  that  purpose  as  Mr 
Patterson,  the  author  of  the  book  before  us.  .  .  .  At  the  close  of  1856, 
Mr  Patterson  thus  wrote  of  the  prospects  of  peace,  and  of  the  causes 
which  must  eventually  induce  war,  the  force  of  which  has  now  the 
reality  of  a  fulfilled  prediction : —  ...  This  very  important  book 
ought  to  commend  itself  at  once  to  every  Englishman,  and  obtain 
hosts  of  readers. 

The  British  Controversialist. 

A  masterly  exposition  of  the  designs  and  tactics  of  Napoleon  III.  It 
is  full  of  cogent  reasoning,  singularly  lucid  explanations  of  the  means, 
purposes,  and  results  of  the  imperial  manoeuvres,  and  almost  prophetic 
deductions  from  the  past  facts  regarding  future  exigencies.  The  style 
is  vigorous  and  idiomatic  ;  and  the  far-seeing  sagacity  and  sleuth- 
hound-like  pertinacity  of  logic  in  tracking  the  political  purposes  of  the 
Ulysses  of  the  Tuileries,  supplies  it  with  nerve,  eloquence,  and  invec- 
tive, as  well  as  argument. 

Edinburgh  Courant. 

A  volume,  which  we  may  truly  call  remarkable,  has  just  been  pub- 
lished by  the  Messrs  Blackwood.  It  contains  a  masterly  exposition  of 
the  designs  and  tactics  of  the  Emperor  of  France.  ...  A  writer  who 
shows  himself  so  thoroughly  well  acquainted  with  the  subject  he  under- 
takes, as  to  be  able  to  anticipate  the  course  of  events  with  such  remark- 
able exactness,  is  entitled  to  be  listened  to  with  profound  attention. 
He  can  have  no  interest  or  object  but  truth.  Party  zeal  will  pervert  a 
man's  judgment,  not  strengthen  and  improve  it  ;  but  the  judgment 
which  shows  itself  to  be  so  clear  and  correct  in  its  inferences  must  move 
in  a  sphere  far  removed  from  the  distorting  medium  of  mere  Party.  It 
is  for  this  reason  that  we  would  invite  attention  to  the  remarkable 
exposition  of  the  policy  and  plans  of  Napoleon  as  here  unfolded. 

The  Economist. 

"The  New  Revolution"  proceeds  from  a  pen  to  which  one  of  our 
weekly  contemporaries  has  of  late  been  deeply  indebted.  ...  Mr  Pat- 
terson difi'ers  in  one  important  qualification  of  a  public  writer  from  the 
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majority  of  those  attached  to  the  Conservative  party.  They  are  too 
generally  neglectful  of  facts,  somewhat  careless  of  principle,  and  prone 
to  personalit)'.  In  the  present  brochure  we  are  glad  to  notice  that  the 
writer's  evident  party -bias  never  leads  him  astray  in  this  direction  ; 
and  that  even  Mr  Bright  is  mentioned  in  a  manner  corresponding  with 
the  dignity  of  the  critic. 

Morning  Advertiser. 

Should  any  ardent  Liberal  take  up  this  volume,  making  up  his  mind 
that,  however  cordially  he  may  admire  its  ability,  he  must  necessarily 
disagree  with  the  author's  sentiments,  and  with  his  view  of  men  and 
measures  he  will  enjoy  a  very  agreeable  disappointment.  ...  It  would 
be  well  for  the  country  if  such  a  volume  as  this,  in  some  cheap  and 
popular  form,  could  be  scattered  broadcast  throughout  the  length  and 
breadth  of  the  land,  perused  and  pondered  by  every  thinking  man  in 
the  entire  community.  .  .  .  The  author  is  entitled  to  take  his  place  in 
the  foremost  rank  of  the  patriotic  politicians  of  the  present  day.    , 

Morning  Herald. 

To  write  contemporary  history  is  proverbially  an  insurmountable 
difficulty.  But  the  author  of  the  present  volume  has  been  enabled  to 
write  a  passage  of  contemporary  history  with  a  general  coiTectness  of 
outline,  and  a  broad  truth  of  interpretation,  which  there  can  be  little 
doubt  will  stand  the  test  of  future  criticism,  when  time  shall  have 
placed  the  world  upon  a  vantage-ground  from  which  to  look  back  upon 
the  Past  as  on  a  vast  plain  extended  at  its  feet  and  visible  in  every 
detail.  .  .  .  Although  the  general  tone  which  pervades  the  book  is 
eminently  calni  and  philosophically  argumentative,  the  author  at  times 
rises  to  an  unusual  degree  of  warmth  and  emphasis,  and  becomes 
nervous  and  eloquent. 

St  James's  Chronicle. 

A  very  remarkable  volume.  ...  It  is  a  graphic  and  almost  prophetic 
sketch  of  the  policy  and  principles  of  Louis  Napoleon.  .  .  .  We  do 
most  earnestly  beg  of  our  readers  to  study  Mr  Patterson's  work.  It  is 
thoughtful,  dispassionate,  and  statesmanlike. 

Literary  Gazette. 

The  style  is  as  vigorous  as  we  have  ever  met  with,  and  the  invective 
is  of  the  most  powerful  kind.  "We  strongly  recommend  the  book  to 
the  attention  of  our  readers. 

Leader. 

Mr  Patterson  is  right  in  looking  upon  Europe  as  upon  the  verge  of  a 
new  revolution — a  great  change  in  boundaries,  governments,  and  ideas. 
Mr  Patterson  well  remarks  : — "  The  rights  of  man,  as  understood  by 
the  Convention,  was  the  idea  developed  by  the  first  Revolution  :  the 
rights  of  nations,  as  interpreted  by  Louis  Xapoleon,  is  the  corollary 
idea  which  the  new  Revolution  proposes  to  realise."  Such  a  policy,  if 
unchecked  by  sudden  accident  or  wise  counteraction,  must,  as  Mr 
Patterson  supposes,  end  in  a  Great  War,  in  which  it  is  difficult  to 
imagine  that  we  can  escape. 
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Dublin  University  Magazine. 

Not  often,  whether  in  prose  or  verse,  does  the  same  man  eoinmand 
both  "  the  vision,  and  the  faculty,  divine."  Not  often  is  the  original 
thinker  endowed  with  a  fluent  and  fascinating  st5'le,  which  takes  cap- 
tive the  crowd  by  its  beauty.  Mr  Patterson  has  tliis  good  fortune.  He 
is  an  unquestionably  original  thinker,  whom  some  readers  might  deem 
too  daring  ;  and  he  has  a  noble  and  eloquent  style,  which  also  some 
might  consider  too  ornate.  He  is  a  writer  so  full  of  novel  and  unusual 
tlioughts  that  he  throws  them  into  notes,  and  encloses  them  in  paren- 
theses. His  writing  is  pictorial,  and  very  full  of  colour,  j'et  it  never 
lacks  precision.  .  .  .  We  have  hitherto  made  reference  only  to  Mr 
Patterson's  most  thoughtful  and  philosophical  essays.  But  the  volume 
is  diversified  with  "light  reading."  "Genius  and  Liberty  "is  a  de- 
lightful essay,  full  of  poetic  ardour.  "  Youth  and  Summer  "  is  nothing 
less  than  a  prose-poem — and  that  of  no  common  kind.  In  "The  Battle 
of  the  Styles  "  is  condensed  an  immense  amount  of  wit  and  wisdom. 
Mr  Buskin's  delightful  fallacies  are  treated  with  admirable  humour  ; 
and  the  despot  of  art  is  as  pleasantly  bantered  by  his  reviewer  as  was 
Robert  Montgomery  by  Macaulay.  .  .  .  We  can  sincerely  con- 
gratulate Mr  Patterson  on  having  by  this  volume  shown  himself  as 
original  a  thinker  on  subjects  of  general  History  and  Art  as  he  had 
previously  proved  himself  to  be  on  the  contemporary  history  which  we 
call  Politics.  He  has  insight,  logic,  humour,  a  noble  and  variable 
style,  and  can  claim  entrance  by  right  to  the  first  rank  of  authors  of 
the  day. 
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Atbenseum. 

In  Mr  Patterson's  Essays  we  have  a  volume  which  no  discerning 
reader  will  open  only  once.  Fine  appreciative  taste  and  original  ob- 
servation are  found  united  with  range  of  thought  and  rare  command 
over  the  powers  of  the  English  language.  .  .  .  Our  judgment  leads 
us  to  prefer  his  Historic  dissertations.  And  the  treatise  we  should  ad- 
duce before  all  the  rest  in  support  of  the  high  opinion  we  entertain  of 
the  author's  powers  is  that  on  "The  National  Life  of  China."  For 
breadth  and  strength  of  handling,  completeness  of  grasp,  judicious 
arrangement  of  material,  and  lucid  style,  it  is  a  model  of  what  such  a 
performance  ought  to  be.  .  .  .  It  is  impossible  to  convey  in  a  brief 
space  any  adequate  impression  of  a  collection  of  papers  written  on  a 
variety  of  subjects,  and  holding  in  every  page  proofs  of  unusual  re- 
search and  capacity.  To  form  a  fair  opinion  of  Mr  Patterson's  merits, 
readers  must  get  his  volume. 

Macpliail's  Edinburgh  Magazine. 

A  philosopher  asserts  that  Genius  is  the  power  of  attention,  produc- 
ing Originality.  If  this  be  so,  no  one  can  have  a  fairer  claim  to  its 
possession  than  Mr  Pa.tterson,  since  all  his  writings  are  marked  by  a 
most  striking  originality,  in  thought  and  in  expression.  .  .  .  Mr 
Patterson's  present  work  is  executed  with  gi'eat  literary  ability.  The 
style  is  terse,  vigorous,  chaste,  pictorial,  and  lively.  Thoughts, 
original  and  suggestive,  startle  us  in  almost  every  page  ;  and  the 
matter  is  of  the  most  solid  kind, — presenting  a  strildng  contrast  to  the 
superficiality  which  characterises  so  many  volumes  of  a  similar  de- 
scription. 

Eevue  des  Deux  Mondes. 

C'cst  un  plaisir  assez  singulier  que  nous  a  procure  la  lecture  des 
Essais  reunis  de  M.  Patterson.     .  .     M.  Patterson  est  sans  doute 

un  homme  sup^ieur  ;  et  il  est  loin  de  laisser  faire  ces  instincts  qui 
sont  entrds  en  lui  par  droit  de  naissance — ces  ggnies  de  sou  tempera- 
ment :  toujours  est-il  qu'ils  sont  bien  en  lui.  Quoiqu'il  ait  aussi  son 
c8tg  po^tique,  c'est  un  esprit  essentielleraent  clair  et  logique, — qui  aime 
k  speculer,  a  embrasser  des  vastes  ensembles,  ^t  qui  precede  volontiers 
par  des  series  consScutives  de  raisonnements, — un  esprit  chez  qui  le 
besoin  de  comprendre,  d'expliquer,  et  de  r^sumer  I'emporte  d'une 
manifere  decid^e  sur  le  sentimeut  et  sur  les  Amotions  capricieuses  de 
I'imagination.  .  .  .  On  ne  s'^tonne  pas  que  ses  articles  sur  la  poli- 
tique Napol^onienne  (articles  r^imprim^s  depuis  en  volume  sous  le 
litre  de  la  Nouvelle  Mvolutimi)  lui  aient  vain  la  reputation  de 
proph^te  et  d'ingenieux  penseur  politique.  S'il  aime  b,  generaliser, 
c'est  en  homme  qui  voit  vraiment  toutes  les  grandes  donnees  d'une 
question.  .  .  .  Dans  ses  instincts,  comme  dans  son  intelligence, 
il  n'a  rien  d'exclusif.  Cette  disposition  a  rendre  ggale  justice  a  tous  le 
sert  bien  dans  ses  apprgciations.  .  .  .  Une  des  qualit^s  qui  ont  le 
plus  contribue  %  sa  superiority  c'est  qu'il  est  viril.  II  a  le  sentiment 
de  la  ESalit^,— il  ose  la  rggarder  en  face  :  et  cela  n'est  pas  un  mince 
avantage  pour  eviter  toutes  les  extravagances  qui  aujourd'hui  s'appuieut 
sur  tant  de  naive  sentimentality. 
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L'lndependance  Beige. 

La  lecture  de  ce  livre  atteste  S.  chaque  page  que  I'auteur  traite  de  la 
peinture  avec  le  pinceau  d'Apelle,  de  la  sculpture  avec  la  clseau  de 
Pliidias,  de  I'architecture  avec  le  compas  d'Ictiiius.  ...  La  nou- 
veaut^  dea  aper9Us  gtouue  tout  d'abord  le  lecteur,  qui  se  prend  i.  ac- 
cuser I'auteur  de  metaphysique  ;  mais  bient6t  il  est  forcl  de  revenir 
sur  cette  premiere  impression  devant  la  preuve  mathgmatique.  .     . 

Quant  au  style,  il  est  toujours  clair,  mais  toujours  Eloquent, — toujours 
simple  et  toujours  attrayant.  Enfln,  c'est  un  de  ces  ouvrages  qu'on  ne 
lit  pas  3,,moitig,  mais  jusqu'au  bout,  et  qu'on  retrouve  toujours  avec 
plaisir. 

The  British  Controversialist. 

In  all  of  these  Essays  there  may  be  found  able  writing  and  profitable 
reading — profound  thought,  and  the  issues  of  a  mind  of  singularly  pro- 
lific suggestiveness  and  breadth  of  culture — of  a  nature  of  excellent 
original  material,  well  cxiltured  and  trained.  .  .  .  The  essays  on 
"  Our  Indian  Empire  "  and  "India  :  its  Castes  and  Creeds,"  contain 
an  extraordinary  amount  of  historical  information,  philosophical  specu- 
lation, political  discussion,  moral  hints,  and  religious  suggestions, 
evidently  at  once  the  results  of  wide  study  and  of  profound  thought.  ■ 

.  The  essay  on  China  enters  more  completely  into  the  state  oi 
thought,  feeling,  being,  culture,  and  the  influences  of  politics  on  these, 
than  any  book  we  have  ever  read  on  the  Melchisedec  of  nations. 

Morning  Herald. 

A  volume  of  essays  of  this  kind  is  as  rare  as  it  is  acceptable  :  rare, 
because  few  men  really  qualified  to  deal  with  such  subjects  from  prac- 
tical knowledge  can  write  with  such  power  and  elegance  as  Mr  Patter- 
son ;  and  acceptable,  because  modern  essays  are,  for  the  most  part, 
mere  light  exhibitions  of  gossip  for  readers  of  magazines.  The  papers 
in  this  volume  are  veiy  various,  both  in  choice  of  subject  and  in  style 
of  treatment ;  but  in  them  all  are  to  be  found  traces  of  research  and  of 
careful  thought,  combined  with  great  freshness  and  originality  in  con- 
veying information.  .  .  .  'These  Essays  are  worthy  of  the  most 
careful  study,  not  only  of  the  general  reader,  but  of  the  Scholar  and 
the  Statesman.  They  are  learned  without  being  pedantic  ;  amusing 
without  being  trivial ;  and  marked  throughout  by  purity  and  strength 
of  thought  and  language. 

Mornmg  Advertiser. 

Fully  understanding  and  appreciating  the  refined  and  humanising 
pleasures  of  taste,  Mr  Patterson  revels  in  a  style  copious  and  beantiful, 
replete  with  harmony  and  grace — at  times  simple  yet  poetic,  never 
affected,  and,  when  figurative,  free  from  all  exaggerated  amplification. 
.  .  .  The  reader,  led  away  by  magnificent  descriptions  of  the  blue 
above  and  the  green  below — sapphire  and  emerald— imagines  he  is  look- 
ing at  those  grand  pictures  by  Turner  (now  growing  mellow,  and  fast, 
we  hope,  eclipsing  Claude's)  ;  while  he  is  only  perusing  Mr  Patterson's 
pages  about  the  gorgeous  sunset — clouds  and  sky  filled  with  richest 
colouring — brilliant  ever-shifting  hues  which  at  once  dazzle  and  mock. 
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"We  are  gratified  that  we  have  a  writer— our  author — ahle  to  wield  a 
pen  with  as  much  effect  as  the  clever  writer  of  "The  Stones  of  Venice," 
Mr  Patterson's  work  does  honour  to  the  literature  and  art  of  our  common 
country. 

The  Globe. 

The  tone  of  thought  and  feeling  in  these  Essays  ia  so  thoroughly 
elevated  ahove  commonplace,  that  they  deserve  attention  from  all  with 
whom  the  hanishment  of  commonplace  in  literature  is  a  thing  aimed 
at  or  longed  for.  .  .  .  One  of  the  best  of  these  E.ssays  ison  "Eeal 
and  Ideal  Beauty."  Mr  Patterson  has  a  fine  feeling  for  true  art,  and 
propounds  the  theory  of  man's  desire  for  Perfection  as  the  cause  of  his 
love  of  the  Beautiful.  He  is  opposed  to  the  Alison  and  Jefirey  "  as- 
sociation theory,"  and  has  much  to  say  on  the  suhject  of  the  Science 
of  Proportion,  and  on  the  value  of  scientific  method  in  Art-studies. 
Mr  Patterson's  mind  is  not  merely  artistic.  One  of  the  best 
papers  is  on  the  Ethnologj-  of  Europe.  The  account  of  the  successive 
waves  of  races  from  the  East,  sweeping  over  Europe  with  more  or  less 
rapidity  and  completeness,  is  better  than  most  similar  accounts  with 
which  we  are  acquainted.     It  is  concise,  clear,  and  well  illustrated. 

Literary  Budget. 

Writing  which  merely  amuses  is  in  these  days  so  plentiful,  that  it  is 
quite  refreshing  to  meet  with  writing  which  suggests.  Mr  Patterson 
is  a  remarkably  suggestive  writer — a  theorist  of  no  common  order. 
.  There  are  many  parts  of  this  thoughtful  and  suggestive  book 
which  we  regret  to  leave  unnoticed.  It  is  a  volume  which  any  one  who 
has  a  week's  holiday  should  put  in  his  knapsack,  so  that  he  may 
have  fresh  and  startling  thoughts  while  he  sojourns  amid  the  solitary 
mountains  or  beside  the  mystic  sea. 

The  Dial. 

Mr  Patterson's  Essays  will  hear  comparison  in  almost  every  respect 
with  the  best  compositions  of  the  kind.  They  exhibit  a  sustained 
power  and  brilliancy  which  are  highly  uncommon  ;  and  for  closely- 
packed  information,  and  steady  flow  of  ingenious  and  pleasing  thought, 
we  know  not  where  to  find  them  surpassed.  "While  sparing  himself  no 
labour,  Mr  Patterson  exerts  his  utmost  skill  to  save  labour  to  the 
reader.  His  writing  is  perfectly  lucid,  and  is  accompanied  by  a  glow 
of  imaginative  fire.  One  talent  exhibited  in  rare  perfection  by  Mr 
Patterson  is  this,  that  he  can  visit  other  lands  in  the  pages  of  travel- 
lers' books,  and  give  such  vivid  descriptions  of  what  he  has  found 
within  the  boards  that  you  feel  certain  he  paints  from  sight.  He  de- 
picts scenes  of  another  hemisphere  to  the  life.  .  .  .  Such  is  our 
honest  opinion  of  this  able  and  eloquent  book.  It  is  at  once  a,  maga- 
zine of  information  and  a  gymnasium  for  thought. 

Saturday  Eevlew. 

Mr  Patterson  is  a  really  cultivated  and  accomplished  man,  who  has 
read  and  thought  much  on  the  subjects  about  which  he  writes.  .  . 
"We  have  said  enough  to  show  that  the  present  volume  will  repay 
perusal. 
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Illustrated  London  News. 

These  Es.=iays  are  from  the  pen  of  the  author  of  a  very  remarkable 
work,  entitled  ' '  The  New  Revolution ;  or,  the  Napoleonic  Policy  in 
Europe,"  which  attracted  attention  soon  after  its  publication,  owing 
to  the  singular  fulfilment  of  certain  predictions  which  it  contained. 
The  present  work  is  altogether  of  a  different  mould,  and  ranges  through 
such  a  series  of  subjects  that  one  rather  wonders  at  meeting  with  a 
man  so  various  as  the  author.  There  are  about  the  Essays  all  the 
marks  not  only  of  a  thorough  acquaintance  with  their  respective 
subjects,  but  a  spirit  and  a  tone  which  show  that  the  author  is  writing 
from  his  own  inspirations. 

Art  Journal. 

These  Essays  ought  to  take  a  place  by  themselves  in  the  library. 
There  is  not  one  of  them  which  will  not  amply  repay  the  reader.  They 
deserve  to  be  classed  among  the  best  writings  of  the  kind  to  be  found 
in  the  literature  of  our  day.  They  are  eminently  practical ;  while  the 
views  and  doctrines  propounded  are  set  forth  in  language  terse,  simple, 
and  elegant.  Mr  Patterson  argues  forcibly,  yet  in  a  catholic  and  gentle 
spirit.  No  knight  who  tempts  his  lance  need  fear  unkuightly  conduct 
in  a  tournament  of  letters. 

Eevue  Contemporaine. 

Un  vif  sentiment  de  la  beauts — un  langage  anim4  colore,  parfois 
lyrique — des  apergus  souvent  ingdnieux,  pretent  un  charme  reel  %  ces 
esquisses.  La  valeur  prineipale  du  livre  de  M.  Patterson,  cependant, 
nous  semble  dtre  dans  sa  partie  plus  positive, — dans  les  Essays  si  ^tu- 
di^s  et  si  elggamraent  ecrits  sur  I'ethnographie  de  FEurope,  sur  la  vie 
nationale  en  Chine,  et  particulierement  dans  deux  gtudes  sur  I'lnde, 
qui  prennent  presque  la  moitie  du  livre.  On  y  reconnaft  §,  chaque 
page  la  feconde  alliance  de  I'gcrivain  grudit  et  de  I'homme  d'Etat. 

L'Avenlr  Commercial. 

La  meilleure  preuve  que  M.  Patterson  a  §te  bien  inspirg  en  publiant 
ces  Bssais,  c'est  qu'il  nous  a  intfiress^s  S,  des  travaux  trfes  varies. 
C'est  en  ^crivant  d'une  manifere  atachante  que  I'auteur  nous  conduit 
de  I'Europe  aux  Indes,  des  bords  du  Gange  en  Chine,  de  1' empire  du 
Milieu  a  rile  d'Utopie,— ou  qn'il  nous  fait  remonter  aux  temps  oil 
florissait  Ninive  la  puissante  et  Babylone  la  gi-ande, — qu'il  nous  fait 
assister  ensuite  aux  jofttes  oratoires  de  Grfece,  ou  £l  un  congrfe  imagi- 
naire,  mais  moderne,  des  Arts.  .  .  .  Disons  en  passant  aux  econo- 
mistes  et  aux  statisticiens,  que  les  chiffres  ne  manquent  pas  absolument 
dans  les  articles  de  M.  PattersoTi,  mais  ils  sont  si  bien  amense,  et 
employgs  avec  tant  de  discernement  et  de  sobriety,  qu'on  ne  s'en 
apergoit  gufere. 

Eolnlsche  Zeitung. 

In  the  midst  of  the  immense  mass  of  works  published  on  History 
and  Art,  Mr  Patterson's  book  is  a  refreshing  oasis  for  the  mind.  These 
Essays  are  distinguished  alike  by  their  profound  learning  and  by  the 
originality  of  their  contents.  .  .  .  A  work  of  genius — of  eminent 
value. 
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China  Mall  (Hong-Kong). 

Mr  Patterson's  Essay  on  "  The  National  Life  of  China"  is  by  far  the 
best  rgsumS  and  bird's-eye  view  of  the  history  of  China  that  we  have 
yet  come  across.  Indeed  there  is  nothing  of  the  kind  elsewhere  with 
which  it  can  be  compared  ;  and  we  cordially  commend  it  to  all  those 
who  really  desire  to  make  themselves  acquainted  with  the  history  of 
China  and  the  character  of  its  national  life. 

Dublin  Warder. 

These  Essays  are  the  production  of  a  happily-constituted  intellect — 
far-seeing,  comprehensive,  unprejudiced,  lucid,  many-sided,  richly  in- 
formed. .  .  While  the  book  is  sure  to  be  welcomed  by  the  Artist 
and  the  Philosopher,  it  cannot  fail  to  be  acceptable  to  every  class  of 
intelligent  readers,  owing  both  to  the  interesting  nature  of  the  topics, 
and  to  the  clear  and  finished  style  in  which  the  information  is  con- 
veyed. We  have  had  such  refined  and  elevated  pleasure  in  reading 
these  Essays  as  does  not  often  fall  to  the  lot  of  the  critic.     .     .  Mr 

Patterson  is  a  man  of  rare  powers  of  mind,  and  his  work  is  well  worthy 
of  an  honoured  place  among  the  choicest  volumes  in  the  library  of 
persons  of  taste  and  erudition. 

Liverpool  Albion. 

The  subjects  treated  of  are  varied,  and  all  interesting  in  themselves, 
while  they  claim  a  wide  extent  of  general  attention  from  the  felicitous 
mode  in  which  they  are  regarded  and  displayed  by  the  author.  .  .  . 
In  the  first  three  Essays,  which  are  so  kindred  in  relation  as  to  form 
almost  a  unity  in  design,  there  is  manifested  a  fine  play  of  speculative 
philosophy,  which,  without  fettering  by  dogmatic  rules,  leads  directly 
to  practical  results.  The  author  of  these  Essays  is  obviously  well 
skilled  in  those  peculiar  elements  of  thought  which  enable  a  man  to 
take  a  comprehensive  view  of  artistic  composition.  Shakespeare  says 
of  Cassius,  with  telling  aptitude  of  expression, 

"  He  looks 
Quite  through  the  deeds  of  men ; " 

and  with  somewhat  of  a  similar  aptness  of  remark,  it  may  be  said  of 
Mr  Patterson,  he  looks  quite  through  the  composition  of  an  artistic 
work,  and  to  a  nicety  can  tell  how  far  it  agrees  or  disagrees  with  the 
philosophic  canons  of  true  art.  More  than  this,  he  possesses  a  singular 
and  pleasing  facility  in  dressing  his  views  so  as  to  present  them  to  the 
mind's  eye  with  vividness  and  grace.  .  .  .  The  volume  will  form 
a  valuable  acquisition  to  any  library. 

Church-  and  State  Review. 

Mr  Patterson  has  long  been  well  known  in  the  world  of  journalism 
as  an  accomplished  and  elegant  writer.  The  present  collection  of 
Essays  testifies  to  the  justice  of  such  a  representation,  and  moreover 
displays  the  wide  range  of  his  knowledge  and  the  superiority  of  his 
iudgment.  His  previous  work  upon  the  Napoleonic  Policy  in  Europe 
— though  a  masterpiece  of  acute  reasoning,  and  a  model  for  the  writing 
of  a  political  tractate — gave  his  readers  no  reason  to  expect  the  know- 
ledge possessed  by  the  author  in  ^Esthetics,  as  well  as  in  the  less  known 
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fields  of  History.  Mr  Patterson  may  serve  as  an  illustration  of  a 
theory  which  we  are  inclined  to  maintain — namely,  that  the  soundest 
political  knowledge  is  most  likely  to  exist  in  conjunction  with  a  re- 
fined taste  and  a  broad  general  culture. 

Edinburgh  Couraut. 

Mr  Patterson's  Essays  are  the  results  of  thought  and  study  ;  and  his 
volume  is  well  worth  the  ]perusal  of  reading  men.  His  best  quality  is 
a  comprehensiveness — a  power  of  grasping  a  subject  as  a  whole — which 
proves  him  to  have  not  only  a  sound  but  a  wide  intellect.  The  papers 
bring  together  within  a  brief  compass  a  very  remarkable  amount  of 
knowledge  and  speculation ;  and  the  accumulated  store  is  lighted  up 
by  an  active  and  lively  fancy — so  that,  in  fact,  there  is  nothing  heavy 
in  the  book,  even  when  the  subject  is  of  the  heaviest. 

Scotsman. 

In  his  generalisations  of  history,  Mr  Patterson  displays  extensive 
knowledge  and  much  grasp  of  thought.  .  .  .  His  forte  is  pretty  hard 
thought  and  historical  generalisation. 

The  Scottish  Press. 

Mr  Patterson  is  a  writer  of  unusual  depth  and  brilliancy  ;  and  he 
possesses  the  power  of  reproducing  his  thoughts  in  new  forms,  and  in 
clear  and  eloquent  language.  His  penetration  and  vast  range  of  infor- 
mation, his  fine  appreciation,  his  enlarged  and  genial  sympathies,  and 
above  all — at  least  as  regards  effect — his  rich,  rolling,  and  often  grandly 
picturesque  style,  render  him  a  writer  of  rare  attractions,  and,  in  his 
own  domain,  give  him  a  place  second  to  none  of  our  popular  authors. 
.  .  .  One  point  has  especially  impressed  us — tlie  extent  and  definito- 
ness  of  the  author's  information.  This  is  seen  on  every  page  :  in  al- 
most every  sentence  there  comes  in  some  fact  or  incident  or  allusion 
which  illustrates  the  page,  and  perhaps  throws  a  ilood  of  light  on  some 
importantquestionor  previously  beclouded  circumstance.  .  .  Mr  Pat- 
terson has  invested  History  with  a  living  interest,  and  Art  with  a  liv- 
ing beauty.  ...  In  the  Es.say  on  "  Eeal  and  Ideal  Beauty,"  Mr  Pat- 
terson combats  the  Association  theory  in  Art  with  a  power  and  an  elo- 
quence which  all  will  acknowledge.  The  Essaj'  reads  like  a  poem, — 
with  this  addition,  that  it  is  full  of  facts,  and  bears  the  stamp  of  a  phi- 
losophical and  logical  mind.  "We  have  met  with  no  recent  critic  who 
can  represent  Art  in  such  tangible  and  attractive  forms,  and  who  in  its 
disciLssion  evinces  such  rational  and  enlightened  appreciation. 

Ayrshire  Express. 

A  thoughtful,  edifying,  and  ennobling  volume.  Mr  Patterson  is 
none  of  those  perfunctory  litterateurs-of  all-work,  useful  enough  in  their 
way,  but  with  no  pretensions  to  culture  or  scientific  exactitude,  who  so 
industriously  and  ingeniously  get  up  what  is  known  as  the  "  padding  " 
of  the  magazines.  A  man  of  fine  natural  powers,  developed  by  practice 
and  disciplined  by  hard  study,  he  treats  every  subject  he  undertakes 
with  a  consciousness  of  strength  refreshingly  free  from  presumption 
and  dogmatism.     Before  you  have  been  long  in  his  company,  you  are 
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constrained  to  feel  that  you  are  holding  communion  with  a  mind  equal 
to  everything  with  which  it  attempts  to  grapple.  The  versatility  that 
originally  repeUed  you  soon  asserts  an  overmastering  influence,  which 
first  interests  and  then  charms.  Turning  from  the  subtleties  of  Art- 
criticism,  out  of  mere  curiosity,  you  wander  into  the  regions  of  Histo- 
rical disquisition  to  find  that  there  your  Mentor  is  himself,  and  has  the 
faculty  of  making  you,  quite  as  much  at  home.  ...  So  much  for  the 
speculative  department  of  the  volume.  The  practical  has  even  stronger 
claims  on  our  attention  and  approval.  Our  author  has  the  rare  faculty 
of  applying  his  extensive  reading  to  great  purpose,  and  of  conducting 
an  historical  narrative  in  such  a  way  that  the  reflections  interspersed 
do  not  mar  its  continuity  or  detract  from  the  general  eff'ect.  His  papers 
on  India  and  China  are  masterly  in  the  extreme,  affording  a  fine  and 
informing  glimpse  of  the  peculiarities  of  these  two  colossal  empires. 
Indeed  we  do  not  know  where  so  much  valuable  matter  relating  to  the 
customs  and  recent  changes  in  both  can  be  found  compressed  within 
the  same  limits. 

Dundee  Advertiser. 

A  valuable  book.  Mr  Patterson  is  one  of  a  class  of  writers  which  is 
not  increasing.  He  brings  to  his  work  an  amount  of  careful  study 
seldom  found  in  these  times.  His  Essays  are  not  dashed  off,  like  the 
productions  of  the  scene-painter,  to  charm  for  an  idle  hour ;  but  are 
like  the  works  of  those  old  builders  who  never  forgot  that  they  were 
building  for  all  time.  He  is  a  workman  of  the  highest  class.  Like 
the  granite  workers  of  Aberdeen,  he  may  not  get  on  so  fast  as  his  bre- 
thren in  the  stucco  department ;  but  then  his  material  carries  an  ex- 
quisite polish,  and  lasts  for  ever.  Sober  thought  and  accurate  infor- 
mation, expressed  with  a  quiet,  chaste  elegance,  are  the  great  attrac- 
tions of  these  Essays.  The  reader  feels  that  the  essayist  is  a  scholar,  a 
thinker,  a  man  of  fine  intellect,  of  amazing  information,  of  indefati- 
gable industry,  and  of  the  most  cultivated  tastes.  It  is  rare  that  a 
writer  so  learned  exhibits  his  learning  with  so  much  gi-ace  of  manner, — 
or  that  one  so  thoughtful  clothes  his  thoughts  with  so  much  elegance 
of  expression, — or  that  one  labouring  amid  such  an  embarrassing  wealth 
of  facts  as  he  evidently  has  at  command  can  with  such  a  poetic  play  or 
fancy  adorn  his  work.  There  is  a  fervid,  gushing  eloquence  in  all  the 
papers  where  the  nature  of  the  subject  admits  of  the  author  giving  the 
reins  to  his  imagination.  His  Essays  have  all  the  attractions  of  those 
Greek  temples,  with  whose  harmonious  proportions,  vast  strength, 
enduring  substantiality,  and  elegant  decorations  he  is  in  love. 
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Horning  Post. 

A  volume  which  will  he  hailed  with  pleasure  by  the  entire  commer- 
cial community.  It  displays  throughout  a  thorough  acquaintance  with 
our  Monetary  System,  and  is  written  in  the  lucid  and  graceful  style 
which  distinguishes  Mr  Patterson's  works.  .  .  A  work  replete  with 
interest  and  information, — and  which,  apart  from  this  consideration, 
would  repay  perusal  on  the  ground  of  its  literary  merits,  andthe 
graphic  pen-pictures  with  which  the  author  has  illustrated  his  subject. 
.  .  .  The  reforms  requisite  to  bring  our  Monetary  System  into 
hannony  with  the  spirit  of  the  age  and  the  requirements  of  the  .com- 
munity, are  ably  pointed  out. 

Morning  Advertiser. 

In  the  foremost  rank  of  Metropolitan  literary  workers  the  author  of 
the  present  volume  has  a  place.  He  has  gained  this  honourable  posi- 
tion, and  sustained  it  well,  by  his  nervous  and  lucid  style  of  writing, 
and  by  his  extensive  knowledge  bearing  on  the  great  practical  questions 
of  the  time.  .  .  Tlie  chapter  on  the  Bank  of  England  contains  a 
full  exposition  of  our  Monetary  System,  and  of  the  reforms  that  are 
considered  requisite.  The  chapter  is  masterly ;  it  is  a  complete  his- 
tory of  itself,  and  well  deserves  the  study  of  every  one  engaged  in  mer- 
cantile affairs.  ,  .  A  very  interesting  Appendix  concludes  a  volume 
of  rare  merit. 
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■Westminster  Eeview. 

In  all  that  really  lias  reference  to  tlie  Economy  of  Capital,  Mr 
Patterson's  book  is  most  excellent.  His  information  is  complete ; 
his  style  is  clear,  forcible,  and  even  picturesque ;  and  his  account  of 
the  modes  by  which  capital  is  economised  in  the  banking  system,  is 
the  very  best  extant ;  but  his  theory  of  what  that  system  should  be  is 
open  to  the  gravest  objections.  .  .  His  account  of  the  effects  of  the 
gold-discoveries  of  California  and  Australia,  of  the  Economy  of  Capital, 
and  of  the  money-marlcet — or,  as  he  calls  it,  "the  city  of  gold" — is 
most  masterly  and  judicious.  These  chapters  are  singularly  accurate, 
clear,  and  succinct.  .  .  On  banking  proper,  he  is  an  exceUeut  guide 
and  authority.  .  .  The  Utopia  of  money  without  means  must  be 
attractive  indeed  to  delude  so  clever  and  accomplished  a  writer  as  Mr 
Patterson ;  but  Utopian  or  not,  there  are  few  books  on  the  subject 
better  worth  reading  than  his. 

Bell's  'Weekly  Messenger. 

This  is  not  only  a  well-timed  book,  but  it  is  one  which  completely 
exhausts  the  long-debated  subject  of  currencj'.  It  seems  scarcely  pos- 
sible that  any  one  following  Mr  Patterson  through  all  his  arguments, 
deductions,  and  explanations,  can  any  longer  hold  to  the  opinion,  that 
the  system  at  present  in  force  can  be  advantageous  to  the  country. 
.  .  .  We  never  saw  the  full  force  of  the  anomaly  of  the  present  sys- 
tem so  clearly  until  we  followed  Mr  Patterson  chapter  by  chapter,  and 
page  by  page,  through  his  highly  instructive  and  most  important  book. 
.  .  .  No  writer  has  grappled  with  the  whole  subject  with  a  more 
firm  and  resolute  determination. 

The  Index. 

This  is  one  of  those  books  which  defy  the  art  of  the  reviewer.  Facts 
wiU  not  bear  squeezing,  and  facts  constitute  the  true  value  of  this 
work.  The  best  advice  that  can  be  offered  is  that  the  book  itself 
should  be  read:  and  this  advice  can  be  justified  without  difficulty. 
For  here  we  have  a  combination  of  an  essay,  or  series  of  essays,  on  the 
theory  of  Capital,  on  trade  in  Money,  and  on  Banking,  together  with 
an  admirable  polemic  directed  against  the  Bank  Act  of  1844,  and  also 
with  a  Monetary  and  Commercial  Dictionary.  Again,  we  have  a  book 
which  will  go  far  to  popularise  the  above-named  sciences, — to  unfold 
what  every  man  at  a  distance  of  half  a  mile  from  the  Eoyal  Exchange 
regards  as  an  inexplicable  mystery ;  while  at  the  same  time  we  have  an 
attack  on  the  system  of  Sir  Robert  Peel,  and  indeed  on  the  system  of 
English  banking,  which  would  task  the  efforts  of  the  occupants  of  the 
bank-parlour  to  defeat. 

Morning  Herald  and  Standard. 
Mr  Patterson  has  a  happy  faculty  of  writing  not  only  strikingly 
but  suggestively.  His  mind  has  breadth  as  well  as  force.  His  views 
are  always  large  ;  and  his  style  is  singularly  free  from  obscurity  and 
dryness.  We  are  mistaken  if  the  volume  does  not  excite  the  attention 
of  merchants  generally  to  the  questions  it  discusses,  and  gain  for  its 
author  a  high  position  among  the  most  successful  expounders  of  the 
difficult  and  abstruse  problems  of  Monetary  Science. 
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British  Quarterly  Eeview. 

A  very  ■brilliant  chapter  of  Mr  Patterson's  volume  is  devoted  to  the 
City,  and  to  the  business  carried  on  therein.  .  .  It  is  like  the  effect 
of  the  pictures  of  London  recently  painted  by  the  lamented  David 
Koberts.  We  feel  almost  as  if  we  heard  the  roar  of  the  ceaseless 
traffic,  and  joined  in  the  restless  activity,  as  we  read  Mr  Patterson's 
descriptions. 

ffioney-Market  Eeview. 

A  work  which  constitutes  a  full  and  complete  exposition  of  our  whole 
monetary  system.  But  it  is  more  than  that ;  for,  although  it  contains 
very  lucid  and  very  able  and  philosophical  expositions  of  trade  and 
commerce,  of  banks  and  banking,  and  of  money  and  capital,  the  book 
is  really  a  vei-y  readable  and  most  interesting  book.  It  is  just  such  a 
work  as  all  men  engaged  in  trade,  or  interested  in  commerce  or  bank- 
ing, ought  to  read  ;  and  it  is  a  work  containing  just  such  matter,  com- 
municated in  such  a  light  and  lucid  style  as  is  most  likely  to  tempt 
and  best  calculated  to  repay  its  perusal. 

St  James's  Chronicle. 

The  present  state  of  financial  affairs  is  calling  attention  to  Mr  Patter- 
son's remarkable  work  on  '  The  Economy  of  Capital.'  Both  in  finance 
and  politics  Mr  Patterson  has  a  semi-prophetic  faculty.  He  has  pre- 
dicted both  the  career  of  Napoleon  and  the  crises  of  the  money-market. 
The  volume  to  which  we  refer,  published  in  1864,  reads  like  a  commen- 
tary on  the  Panic  of  1866.  Curiously  enough,  he  has  succeeded  in 
making  the  subject  interesting  by  the  fascination  of  his  style  :  a  Bank 
Manager  described  the  effect  of  the  book  upon  him  as  "  studying 
finance  to  the  sound  of  music." 

The  Cosmopolitan. 

Mr  Patterson's  book  was  published  long  before  the  financial  panic 
of  1866,  yet  it  reads  like  a  commentary  on  that  memorable  and  dis- 
astrous event.  .  .  We  earnestly  commend  this  exhaustive  work  to 
the  careful  consideration  and  study  of  those  who  are  interested  in  the 
growth  and  development  of  the  commerce  of  England.  Mr  Patterson 
Icnows  more  fully  what  he  writes  upon  than  nine-tenths  of  the  bank- 
ers, discounters,  and  monied  men  of  London.  We  deem  it  desirable 
that  the  ^works  of  so  able  a  writer  should  be  known  to  the  financial 
world. 

Liverpool  Albion. 

A  work  whose  arguments  cannot  fail  to  arrest,  as  its  facts  cannot  fail 
to  instruct.  .  .  Mr  Patterson  has  evidently  an  inheritance  of  the 
'faculty  of  money'  and  the  logical  acumen  which  were  combiued  and 
exemplified  in  such  a,  remarkable  degree  in  Adam  Smith.  .  .  His 
statements  and  deductions  are  based  on  observations  made  for  the  last 
fifteen  years,  and  are  entitled  to  the  fullest  consideration.  .  .  There 
is  poetry  in  the  author's  portrayal  of  the  good  and  the  gloiy  of  Com- 
merce,— and  of  the  toil  in  the  lands  of  the  sun  and  snow,  of  Australia 
and  Siberia,  for  gold,  the  magician  of  trade.     But  the  book  has  an 
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entirely  practical  bearing  ;  and  in  the  '  Golden  Age'  is  delineated  the 
flow  of  emigration— the  financial  relieving  of  Europe— and  the  exten- 
sion of  operations  produced  by  the  influx  of  new  golden  store.  .  . 
The  research  into  the  cause  and  cure  of  various  panics  must  be  read 
to  be  appreciated  ;  and  it  would  be  well  if  banlcs  and  the  public  would 
consider  the  suggestions  made  for  their  mitigation  or  avoidance. 

The  Citizeu. 

Mr  Patterson's  great  work. 

The  Press. 

Mr  Patterson  does  not  hesitate  to  assert  that  the  principles  of  mone- 
tary science,  as  generally  received  at  present,"are  radically  wrong, — 
that  they  are  founded  on  a  total  misconception  of  the  nature  of  that 
science,— and  that  posterity  will  assuredly  pity  our  folly  and  barbarism 
in  having  been  so  long  misled,  and  thereby  incurring  such  widespread 
suffering  and  even  national  disaster.  "We  believe  it  impossible  for  any 
impartial  advocate  of  the  present  system  to  study  with  attention  Mr 
Patterson's  arguments  and  not  confess  that  he  is  right.  In  doing  so 
he  will  be  greatly  assisted  by  the  eminently  lucid  and  concise  manner 
in  which  the  author  has  stated  his  case.  His  style  is  everywhere  neat 
and  condensed,  perspicuous  and  graceful,  and  not  a  doubtful  or  obscure 
passage  is  to  be  met  with  throughout  the  volume.  These  are  the  signs 
of  a  clear  and  deep  thinker,  who  sees  through  and  through  his  subject, 
and  is  accustomed  to  contemplate  it  from  every  possible  point  of  view. 
.  .  A  most  difficult  subject  has  been  treated  by  Mr  Patterson  in  a 
manner  which,  we  feel  sure,  will  be  not  only  intelligible  but  agreeable 
even  to  the  general  reader.  He  displays  his  gi-eat  powers  as  a  vivid 
and  picturesque  writer  in  close  and  interesting  contrast  with  the 
highest  powers  of  a  profound  and  concentrated  thinker. 

Leeds  Intelligencer. 

A  wonderful  work.  A  book  that  will  in  a  few  years  be  not  only  in 
every  English  library,  but  will  have  a  world-wide  reputation.  It  is  no 
dry  synopsis  of  the  state  of  Money  and  Trade,  but  rather  an  historical 
novel  on  a  subject  which  engrosses  the  attention  of  almost  every  person 
alive.  Step  by  step  Mr  Patterson  proceeds — each  successive  chapter 
further  developing  the  subject,  vying  with  one  another  in  interest,  and 
impressing  upon  the  mind  that,  vast  and  comprehensive  as  is  the  sub- 
ject, the  intellect,  penetration,  and  accurate  information  of  the  author 
are  fully  equal  to  the  task  of  engrossing  the  reader,  and  enabling  him 
thoroughly  to  grasp  the  subject.  The  chapter  on  the  '  City  of  Gold ' 
is  a  series  of  the  most  exquisitely  drawn  pictures  in  the  heart  of  the 
metropolis,  in  the  painting  of  which  the  hand  of  genius  is  plainly 
visible.  Not  only  are  we  dazzled  by  the  brilliant  colouring  and  life- 
like reality  of  each  particular  picture,  but  we  are  especially  struck  by 
the  depth  of  thought,  and  the  extent  and  definiteness  of  the  author's 
infonnation.  .  .  Acute  reasoning,  and  a  wonderfully  rich  and 
graphic  style,  combined  with  the  fact  that  the  author  brings  before  us 
nothing  but  simple  truths,  stamp  Mr  Patterson  as  a  man  of  sound 
judgment,  unequalled  in  speculative  philosophy,  thoroughly  practical, 
and  indefatigably  industrious. 


16  OPINIONS  or  THE  PRESS. 


Glasgow  Herald. 
A  very  readable  book,  peculiarly  well  timed.  .  .  The  subject  is 
very  ably  handled  by  one  who  has  evidently  given  it  careful  study,  and 
bestowed  upon  it  a  considerable  amount  of  labour  in  the  collection  of 
facts,  by  which  he  clenches  his  arguments  in  support  of  free  trade  in 
banking  and  currency.  .  .  The  chapters  on  the  '  Bank  of  England ' 
and  the  '  Economy  of  Capital '  are  decidedly  the  best.  The  criticism 
on  the  Bank  Acts  is  searching,  thorough,  and  complete. 

Edinburgh  Conrant. 
Mr  Patterson  has  done  some  remarkable  literary  feats  in  his  time, 
but  scarcely  any  so  remarkable  as  the  composition  of  this  volume, — in 
which  the  Currency  question  is  handled  not  only  with  originality  and 
vivacity,  but  absolutely  with  attractive  picturesqueness.  In  proof  of  its 
originality,  we  may  point  to  the  passage  in  which  one  value  of  the  Gold- 
discoveries  is  shown  to  be,  that  they  permitted  the  vast  extension  of 
our  imports  from  the  East, — imports  which  had  to  be  paid  for  in  silver, 
and  which  could  be  so  paid  for  only  because  gold  flowed  in  from  Cali- 
fornia and  Australia  to  replace  the  silver  flowing  out 

Dundee  Advertiser. 

Works  on  Political  Economy  are  so  uniformly  dull  that  it  is  really 
quite  a  relief  to  come  across  a  book  like  this,  which  carries  you  along 
almost  in  spite  of  yourself.  The  '  Economy  of  Capital '  is  a  book  which 
is  sure  to  attract  attention  ;  and  from  the  exhaustive  manner  in  which 
the  subject  is  treated,  it  cannot  fail  to  have  weight  and  importance. 
The  commercial  man  will  find  it  replete  with  useful  hints — the  politi- 
cal economist  will  discover  many  golden  maxims, — while  the  general 
reader  will  find  a  mass  of  information  conveyed  in  a  style  both  terse  and 
attractive. 

North  British  Daily  HaiL 

A  good  book  on  the  joint  subject  of  our  Monetary  and  Trade  systems. 
.  .  An  excellent  work,  full  of  clear  and  admirable  maximic  sentences, 
weighted  with  meaning,  and  which  cleave  to  the  marrow  of  a  difficult 
question.  .  .  We  commend  Mr  Patterson's  book  to  the  English  and 
Scottish  Chambers  of  Commerce,  to  our  Parliamentarians  of  bothHouses, 
and  to  the  commercial  world. 

The  Irish  Times. 

Mr  Patterson  is  not  a  writer  from  any  mere  speculative  whim.  He 
has  taken  up,  and  brought  his  extensive  journalistic  experience  to  bear 
upon,  a  subject  affecting  largely  the  social  progress  of  the  age,  and 
having  its  basis  in  the  soundest  principles  of  political  economy.  If  he 
is  at  any  time  speculative,  he  is  also  suggestive,  and  he  invariably  fol- 
lows up  the  propounding  of  a  theory  with  pointing  out  a  practical  de- 
duction. To  deal  efficiently  with  a  subject  requiring  so  large  an 
accumulation  of  facts  implies  on  the  part  of  the  author  superior  judg- 
ment, acute  reasoning  power,  and  great  subtlety  in  analysis.  These 
qualities  are  pre-eminently  remarkable  through  Mr  Patterson's  work. 
And  perhaps,  after  the  judicious  arrangement  of  the  materials  at  his  dis- 
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posal,  there  is  nothing  stands  so  prominently  forward  as  its  wonderful 
concentration.  Considering  that  the  subject  is  one  in  relation  to  which 
such  extensive  research  is  required,  of  which  so  clear  and  thorough  an 
elucidation  is  necessary,  and  which,  in  consequence,  demands  the  most 
comprehensive  and  elaborate  treatment,  every  statement  and  argument 
of  the  writer  seems  to  be  confined  to  the  smallest  possible  limits.  But 
this  is  a  concentration  without  the  semblance  of  confusion,  and  utterly 
free  from  any  crowding  or  ambiguity.  How  so  densely-packed  infor- 
mation may  be  communicated  with  such  pleasing  results,  and  with 
a  power  so  sustained  and  clearly  defined,  may  seem  a  matter  of  wonder ; 
but  the  author  of  the  '  Economy  of  Capital '  is  a  clear  and  deep  thinker, 
and  always  thinks  and  writes  in  order.  He  is  terse  and  uniform  in  his 
statements,  graphic  and  forcible  in  expounding  his  views  ;  and  whether 
exposing  a  fallacy  or  urging  an  argument,  he  never  violates  any  logical 
canon.  Mr  Patterson  commences  his  book  with  a  chapter  containing 
'  Thoughts  on  Gold,'  in  which  his  observations  are  so  strikingly  ori- 
ginal, yet  so  apropos,  that  the  reader  begins  to  wonder  why  the  matter 
has  not  previously  engaged  his  attention.  His  sympathies  are  thus 
gradually  enlisted,  and  he  eagerly  peruses  the  work  through  its  differ- 
ent stages  of  development.  To  give  anything  like  an  adequate  idea  of  a 
work  so  comprehensive  within  the  limits  of  a  review  were  more  than  a 
herculean  task.  The  book,  to  be  appreciated,  must  be  read,  and  fol- 
lowed from  stage  to  stage  of  its  logical  and  argumentative  develop- 
ment. Books  on  similar  subjects  are  frequently  too  heavy  to  suit  the 
majority  of  readers,  but  what  is  often  a  true  result  is  not  always  a  neces- 
sary consequence,  and  Mr  Patterson's  volume  is  a  very  decided  excep- 
tion. Grace,  elegance,  and  vigour  are  its  principal  characteristics,  and 
interspersed  through  the  work  are  descriptive  passages  worthy  of  the 
best  literature  of  the  day.  Versatile  without  flippancy,  he  is  learned 
without  being  pedantic,  and  argumentative  without  an  approach  to  dog- 
matism. The  Laureate,  in  one  of  his  noblest  poems,  lauds  the  progress 
of  the  nineteenth  century,  and  tells  us  that  we  are  only  '  in  the  morn- 
ing of  the  times.'  If  it  be  so,  and  if  other  intellects  in  the  land  are 
so  usefully  employed  in  developing  our  progressive  tendencies  as  is  Mr 
Patterson  in  the  excellent  work  we  have  been  reviewing,  we  may  rea- 
sonably anticipate  a  glorious  noon-day. 


William  Blackwood  &  Sons,  Edinburgh  and  London. 


